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REDUCING UNEMPLOYMENT 
COMPENSATION COSTS 


By RUSSELL L. GREENMAN 
McKinsey & Company 


A difficult problem of serious consequence has arisen for management out of 
the interplay of the merit rating features of state unemployment insurance 
laws and the overtime provisions of the Wages and Hours Act. Thus the 
problem comes up: As plant activity increases will it be more economical 
in the long run to hire temporary employees or will it be better to work the 
present force overtime and pay overtime Wage-Hour rates? Either course 
of action involves expense. What to do? Circumstances will dictate policy, 
but this article may assist in making the decision. 


N° longer can management decisions respecting expansion or re- 

duction in a company’s working force be based wholly on 
current operating requirements. Whenever a concern either hires or 
dismisses a sizable group of employees it may be building up for 
itself heavy contingent liabilities. These liabilities arise out of the 
Social Security Act and the related state unemployment compen- 
sation laws. 

The federal act and nearly all of the state laws contain provi- 
sions permitting differential tax rates based upon each employer’s 
own labor turnover record. ‘These tax differential devices are known 
as experience rating systems. Like other social welfare and labor 
measures adopted under New Deal sponsorship they were conceived 
with the most beneficent of purposes. The basic idea was to create 
a monetary incentive for regularizing employment. That is to say, 
employers who succeeded in maintaining a relatively high degree of 
employment stability were to be rewarded by a reduction in their 
unemployment compensation taxes. But experience rating is a tax 
device that can work two ways; it can penalize as well as reward. At 
least that will be the general result if influential groups of govern- 
ment officials, labor leaders and students of social insurance get their 
way. For these groups are already proposing drastic changes in the 
rules before the game has hardly begun. 


EXPERIENCE RATING NOW IN FORCE 


It should not be inferred, however, that management can afford 
to await the outcome of impending changes in federal and _ state 
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unemployment compensation legislation before taking appropriate 
steps to reduce its future tax liabilities. Experience rating is already 
a reality. In most states a company’s employment record this year 
will largely influence its tax rates several years hence. In other words, 
the amount of benefits paid this year to the company’s former 
employees would be a major factor in determining its future tax 
rates. Under present experience rating provisions state tax rates 
may vary from zero to 4 per cent of pay-roll. Under proposed amend- 
ments the rates may go up to 5 or 6 per cent for employers with the 
least favorable experience. Quite obviously the chance of effecting 
a saving of 2 or 3 per cent of total pay-roll expense cannot be pru- 
dently ignored. What’s more, the possibility that through unfavor- 
able amendments to existing laws employers may lose the oppor- 
tunity to effect substantial reductions in unemployment compensa- 
tion costs is not to be lightly dismissed. 

Thus two distinct problems are presented for management: 

1. How to influence the course of legislative action in such 
ways as to obtain the most desirable experience rating provisions. 

2. How to obtain maximum advantage from current and _ pro- 
spective experience rating devices. 


PROSPECTIVE CHANGES IN LEGISLATION 


The present legislative situation has many confusing and com- 
plex elements. Even though it is the states that administer unem- 
ployment compensation the federal government is still very much 
in the picture. As originally enacted in 1935, the federal Social 
Security Act was designed to force all states to enact unemployment 
compensation laws of their own through use of a federal pay-roll 
tax against which offsets would be obtainable for employers subject 
to state laws meeting basic federal standards. To encourage the states 
to engage in experimentation for the purpose of ultimately working 
out the most advantageous systems, the Social Security Act contained 
provisions permitting various types of experience rating devices to 
be embodied in state laws. The federal standards for such laws gave 
wide latitude to those states that might wish to provide tax induce- 
ments for regularizing employment. By the end of 1938 practically 
all of the states had enacted laws which either provided for the 
early application of some form of experience rating or authorized 
official studies to be made with a view to the ultimate adoption of 
experience rating. 


At the 1939 session of Congress strenuous efforts were made to 
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bring about modification of the federal standards for state unem- 
ployment compensation laws in such directions as to cripple the 
operation of state experience rating systems or to postpone their 
application for many years to come. To illustrate, in a bill intro- 
duced by Representative Doughton, with the implied blessing and 
support of the Social Security Board, were provisions to require main- 
tenance of state unemployment compensation tax rates at levels 
yielding a sum equivalent to 2.7 per cent of the total pay-roll of 
employers subject to the state tax. To be sure, these provisions were 
qualified by other alternative ones. hese, however, imposed such 
swingent standards as to be virtually impossible of attainment for 
years to come. This bill was rewritten in committee and the 2.7 per 
cent requirement was entirely eliminated. As finally passed by Con- 
gress the 1939 amendments to the Social Security Act that related to 
federal standards for state unemployment compensation laws were 
much less disadvantageous from the employers’ standpoint. 


But the battle is not yet over. Already a move has started at the 
present session of Congress to bring about creation of a federal ad- 
visory council on employment security. The functions of the pro- 
posed council would be to recommend sweeping revision of the 
federal-state system of unemployment compensation legislation, with 
the probable objective of intensifying federal control over state 
standards. Should this council be created by Congressional action, 
there will be renewed agitation for enactment of federal restrictions 
on experience rating provisions of state laws with a view to keeping 
the states from lowering the tax rate of any substantial number of 
employers unless proportionately higher rates are applied to others. 
The same kind of campaign will be waged in state legislatures con- 
vening this year and in 1941. 


PROS AND CONS OF EXPERIENCE RATING 


Unemployment compensation experts in the Social Security 
Board, who, incidentally, are in a highly strategic position to influ- 
ence the actions of state administrative bodies and state legislatures, 
seem to believe that the chief goal to be sought in the revision of 
experience rating systems is retention of an average tax yield of 2.7 
per cent of total pay-roll of covered employers. ‘Tax collections of 
this magnitude are necessary, they argue, in order to prevent the 
depletion of state unemployment reserve funds with consequent re- 
ductions in amount or duration of benefits payable under the state 
laws. They are able to advance impressive arguments to support 
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their point of view. On the other hand, as many business groups 
have pointed out, recent unemployment experience has varied so 
widely among different states that there is no logical basis for every 
state to maintain unemployment compensation taxes at an average 
rate of 2.7 per cent of pay-roll or at any other uniform ratio. 

If the proponents of the 2.7 per cent average should convince 
enough legislators of the soundness of their position, the result may 
be the abandonment of any form of experience rating. Why? Simply 
because this would automatically force employers into two opposing 
camps. On one side there would be the employers who would stand 
to benefit because their favorable records would enable them to get 
their taxes reduced. On the other side, there would be approximately 
equal numbers of employers who would be penalized to whatever 
extent the rates of the other group were reduced. 

There are still other forces that will exercise considerable influ- 
ence on the outcome of the experience rating battle. Among these 
are both of the main factions of organized labor. Naturally, labor 
union Officials are eager to get more and more in the way of unem- 
ployment benefits for their constituents. As long as employers have 
to pay the entire bill, they want to see progressively higher amounts 
paid out to the beneficiaries. They are working actively to obtain 
increases both in benefit rates and in duration of payments. Hence, 
they do not want to see any reduction in unemployment compensa- 
tion taxes for experience rating purposes or otherwise. 


Then there is also a group of earnest students of social insurance 
who oppose experience rating as a matter of principle. They look 
upon intermittent unemployment as an unavoidable by-product of 
our present economic system. They believe that individual employers 
have little control over such unemployment. To them the principal 
object of unemployment compensation is to provide temporary con- 
tinuance of partial income for wage earners who are displaced from 
employment for reasons beyond their control. Holding as they do 
that neither management nor wage earners are directly responsible 
for the unemployment for which compensation is payable under the 
state laws, they argue that the expense of financing unemployment 
compensation systems should be met at an equal rate by all em- 
ployers. Moreover, they point out that the net effect of providing 
tax inducements to employers to attain greater regularity of opera- 
tions is to stimulate many employers to keep their working forces 
down to a minimum, thus engendering further unemployment. 


Finally, there is another cogent reason for opposition to experi- 
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ence rating. ‘This is one to which few business men have given much 
attention. In substance, it is that all taxes should be levied exclu- 
sively for revenue-raising purposes and that governmental units are 
never justified in using their taxing powers as a means of providing 
rewards or penalties. This argument has been successfully used in 
Congress to block consideration so far of another kind of incentive 
taxation, 1.€., corporate income tax concessions for companies main- 
taining profit-sharing plans. In principle, it would seem to apply 
with equal force to unemployment compensation legislation. 

Of course there is much to be said on the other side. First, 
there can be hardly any question as to the desirability of reducing 
tax rates for individual employers, for separate industries, or for all 
employers subject to a state law, when the unemployment reserve 
fund has sufficient resources to meet probable benefit withdrawals 
for several years ahead. The whole structure of unemployment com- 
pensation rests on the assumption that it is essential to accumulate 
reserves through taxation in amounts sufficient to meet anticipated 
future unemployment contingencies. But the financial ability of pri- 
vate enterprises to sustain and increase employment currently is 
lessened by the precise extent to which their resources are drawn 
away from immediate productive use and segregated in reserve funds. 
Hence, maintenance of unnecessarily high tax rates for any employers 
tends to intensify the very problem which unemployment compensa- 
tion systems are intended to meet. 


Furthermore, it is entirely possible by sagacious planning and 
efficient administration of a business establishment to bring about a 
higher degree of employment stability. Even among establishments 
producing identical products and operating in the same community 
there are marked variations in rates of labor turnover. Consequently, 
why should not management be given every possible incentive to 
operate its business on such a basis as to provide the maximum 
amount of employment and thereby to minimize the necessity for 
paying unemployment benefits? 

To be sure, the foregoing presents a greatly oversimplified sum- 
mary of the pros and cons of experience rating. There are many 
collateral issues. What should be done, for example, for concerns 
engaged in fields of business where irregularities of operations are 
absolutely unavoidable? What treatment should be accorded con- 
cerns engaged in businesses which require an extraordinarily high 
ratio of labor costs to total operating expenses? What about highly 
seasonal industries? Should employers who would stand to benefit 
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most from the adoption of wide differentials in unemployment com- 
pensation taxes attempt to win over the support of employers who 
would suffer the most, by seeking to obtain for the latter complete 
exemption from coverage? These are questions with which legisla- 
tors, individual employers and business organizations have been 
wrestling and will be wrestling for years to come. They cannot pos- 
sibly be answered to the satisfaction of everyone. Some employers 
will be hurt and some helped, no matter what kind of legislation 
finally sticks on the statute books. 


COMPLICATIONS PRODUCED BY WAGE-HOUR ACT 


Meanwhile, as previously indicated, management faces the imme- 
diate and tangible problem of making whatever operating adjust- 
ments seem warranted to keep its unemployment compensation costs 
down to reasonable levels, and of reducing the contingent liabilities 
that are incurred whenever the working force is appreciably enlarged 
or reduced. This problem cannot be attacked by the application of 
any one simple formula. If state unemployment compensation laws 
were the only statutes that exerted a material influence on labor 
costs, a proper solution would be much easier to work out. But 
federal and state wage and hour legislation must also be taken into 
account. One apparently simple way to lessen unemployment com- 
pensation costs would be to resort to overtime for the regular force 
of workers as an alternative to hiring additional workers on a tem- 
porary basis. Obviously, if temporary employees should be taken on 
and then dismissed after a few weeks, the result would be to create 
a considerable amount of “compensable unemployment” which would 
be chargeable against the company’s record. This, in turn, might lead 
to the imposition of a higher unemployment compensation tax rate 
or prevent the concern from obtaining a rate reduction. So at first 
glance it would seem more desirable temporarily to lengthen the 
working hours of the regular force. No longer is it possible, however, 
to resort to extensive overtime without incurring additional expense. 
Should the weekly schedule exceed 42 hours, it would, of course, be 
necessary to pay overtime compensation at the rate of 114 times each 
employee’s regular rate in accordance with the terms of the federal 
Fair Labor Standards Act. 


The problem then resolves itself into determination of which 
alternative would be the more expensive, assuming that either would 
be equally practicable. A single example will suffice to indicate some 
of the factors that have to be considered. Consider the hypothetical 
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case of the Gadget Manufacturing Company, which has been fortu- 
nate enough to do an annual business of some $10,000,000 each year 
without any marked fluctuation in volume. This model company 
has 1,000 employees who work steadily 50 weeks a year at a weekly 
wage of $30.00. Its total pay-roll is $1,500,000. Unexpectedly it ob- 
tains a non-recurring order for X thousand gadgets. To produce 
these, ten weeks and 80,000 additional man-hours will be required. 
The company has sufficient plant and equipment to enable it to hire 
an additional force of temporary employees if this seems more desir- 
able than working overtime. 


If the management of the Gadget Manufacturing Company de- 
cides to use its regular employees through working them on a 48-hour 
schedule instead of a 4o-hour basis for ten weeks, the labor cost 
incurred in filling this special order, including overtime for the six 
hours’ work each week beyond 42 hours, will amount to $82,500. 


But the company also wants to explore the possibilities of avoid- 
ing the overtime expense by hiring temporary employees. To obtain 
competent workmen it has to pay the same average rate of wages, or 
$30.00 a week. It gets 200 men on a temporary basis and thereby 
obviates the necessity for any overtime. It has to pay them $60,000 
for their ten weeks’ work. ‘The management thus would save $22,500 
if unemployment compensation costs should remain the same. Un- 
fortunately, they would not. At the end of the ten weeks all 200 
employees are discharged. Meanwhile, their previous jobs have been 
taken by others and they remain unemployed long enough to collect 
maximum unemployment benefits to which the state law entitles 
them. They receive in benefits $48,000. Now¢the $48,000 is charged 
against the balance in the Gadget Manufacturing Company’s unem- 
ployment reserve account. This reduces its reserve ratio to below 
5 per cent. Under the terms of the unemployment compensation law 
of the state where the plant is located the result is that its unemploy- 
ment compensation tax rate is increased the following year from 1 
to 2.7 per cent. The added cost for this single year amounts to 
$26,500. The year after, since the company has had no further un- 
employment, its reserve ratio goes up enough to give it an automatic 
reduction in its tax rate so that its rate for that year is 2 per cent of 
the pay-roll. But it has still lost an additional $15,000. Thus the ex- 
cess cost of unemployment compensation taxes resulting from the em- 
ployment of 200 temporary workers amounts to $41,500 over a two-year 
period alone. It therefore would appear on the basis of these hypo- 
thetical conditions that it would cost the Gadget Manufacturing Com- 
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pany nearly $20,000 more to hire temporary employees than it would 
to work its regular employees on an overtime schedule to fill the 
special order. 

Of course, this is an extreme example. Numerous other variables 
might enter into the situation. It has been cited only to indicate 


the possibilities of effecting real savings, or incurring substantial ex- | 


pense, through the operation of experience rating systems. 


WORK-SHARING VERSUS LAY-OFFS 


The policies that are followed by management in determining 
what personnel adjustments to make during periods of reduced busi- 
ness activity are of even greater consequence from the standpoint of 
increasing or reducing taxes. Fortunately, this country has not yet 
reached a stage where employers are required by statute to pay 
workers the same weekly wage for 40 hours’ work as for 30. Conse- 
quently, the simplest way to maintain a favorable employment record 
and thus to obtain maximum advantage from experience rating is 
to shorten hours, when volume of business falls off, to whatever ex- 
tent may be necessary to retain all employees on the pay-roll. From a 
cost standpoint alone this expedient has many advantages. It also 
may produce many headaches for management if work-sharing is car- 
ried to an extreme. 

Work-sharing was carried to excessive lengths in many companies 
when the depression was at its worst. Available work was spread 
so thin in some instances that even the ablest employees could 
scarcely eke out a bare livelihood. 

In determining the desirability of reducing hours as a means ol 
lessening unemployment compensation costs, some intangible factors 
should be weighed against the tangibles. What, for example, would 
be the effect on highly competent, long-service employees? Would 
it be likely that the most skillful and most experienced workers 
would leave their jobs and seek employment elsewhere rather than 
accept the cuts in weekly earnings that inevitably accompany reduc- 
tions in hours of work? What about seniority rules? What about 
increases in operating costs that usually result when ordinary working 
schedules are disrupted and the least competent are kept on a part- 
time basis along with the most proficient? 

These are a few of the questions that should be considered by 
management well in advance of the time when executive decisions 
have to be made. If a plant is unionized, for instance, it may be 
necessary to write into the union agreement specific terms and con- 
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ditions to govern lay-offs or adjustments in working time when oper- 
ations have to be curtailed. 

Wherever state unemployment compensation laws require pay- 
ment of benefits for partial unemployment, there are automatic limi- 
tations on the possibilities of reducing tax liabilities through resort 
to work-sharing. Such limitations take effect whenever aggregate 
benefits payable for partial unemployment to a large part of the 
regular force of employees would exceed the amount of benefits that 
would be payable to a smaller number of employees who were 
dropped entirely off the pay-roll. When some employees are laid off 
and others are put on such short time as to entitle them to partial 
benefits, there may be a variation of more than 200 per cent in total 
benefits payable. ‘Yo illustrate, if total man-hours have to be reduced 
50 per cent during a periodic slump, it would cost nearly three times 
as much to lay off 10 per cent of the force and divide the available 
work equally among the remainder as it would to lay off 40 per cent 
of the employees and reduce the hours for the rest.* 


REDUCING ORDINARY LABOR TURNOVER 


In many companies the problem of controlling ordinary labor 
turnover is even more acute than the problem of coping with whole- 
sale lay-offs. In other words, the continuous process of labor turnover 
caused by incompetence, grievances, dissatisfaction, and other mal- 
adjustments often produces more compensable unemployment than 
arises from general reductions in force that occur only infrequently. 

Keeping down the cost of continuous labor turnover is essentially 
a personnel problem to be coped with jointly by first-line supervisors 
and by the industrial relations organizations. Obviously, proper ini- 
tial selection of applicants and proper training of those chosen to fill 
vacant positions will go far to lessen the volume of discharges for 
incompetence. Another useful personnel device for minimizing labor 
turnover is the maintenance of definite procedures for inter-depart- 
mental or inter-plant transfer of employees and the training of work- 
men for multiple jobs. ‘Thus when work is slack in one type of 
operation, it is possible to utilize the specially trained employees in 
other types of operations instead of dropping them entirely from the 
pay-roll. 

Some of the methods being used by the Republic Steel Corpora- 
tion to lessen labor turnover and thereby to control its current and 
* This example is drawn from a table of cost calculations appearing in “Social 


Security Taxation and Records,” by Favinger and Wilcox, published by 
Prentice-Hall, Inc., in 1939. 
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future unemployment compensation expense have recently been de- 
scribed by the Corporation’s comptroller, as follows: 

“We are attempting, without setting up an elaborate or expen- 
sive system, to control the problem by first placing the responsibility 
in the hands of the immediate supervisor, generally a foreman. This 
man has before him an individual record of all his workmen, which 
shows the average weekly earnings and sufficient wage information 
to enable him to allocate work so that each employee’s earnings are 
at least 60% of his average weekly wage. On this record he enters 
time worked each day and indicates by code if the worker has been 
absent for reasons which may disqualify him for benefits, such as 
illness, discipline, personal business, etc. If the foreman’s records 
show that an employee will be eligible for benefits, he reports to the 
employment office to ascertain whether another department can use 
this employee. From these records each supervisor reports weekly 
to the Plant Committee, composed of representatives of the Industrial 
Relations, Operating and Accounting Departments, on any cases 
where a liability for unemployment benefits has been incurred. This 
Committee is charged with the responsibility for unemployment 
compensation, and after studying the reports of the various super- 
visors, files a consolidated report with the General Office. Thus our 
Social Security Tax Division is informed regularly of all cases where 
liability may eventually be incurred and can take prompt action to 
correct the situation.”’* 


INCREASING STABILITY OF OPERATIONS 


Useful as they all are, the various personnel methods for mini- 
mizing unemployment compensation costs are only palliatives. Essen- 
tially they are devices for reallocating a given volume of work among 
the maximum number of employees. To point out this fact is not to 
deprecate the value of these personnel measures. In many industries 
the current rate of operation is dependent upon numerous factors that 
are quite beyond the control of the management, and therefore use 
of flexible working periods, inter-department transfers and the like 
is essential as a means of cushioning the impact of unavoidable irregu- 
larities in volume of business. 

There are, however, some companies and some industries which 
have made considerable progress in regularizing production and sales 
and thereby in maintaining a relatively high degree of employment 
stability. There is nothing new or mysterious about the methods 
ordinarily employed to attain greater continuity of operations. A 


*From “The Effect of Social Legislation on Production and Operating Costs,” 
by P. F. Boyer, Comptroller, Republic Steel Corporation. A paper presented 
at the Finance Conference of the American Management Association, Janu- 
ary 25, 1940. 
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traditional example is to be found in the hundreds of small enter- 
prises engaged in the coal and ice business. Here is diversification 
of products at its simplest. Such diversification has proved an effective 
means of providing year-round employment for a stable force of 
employees. 

In the electrical manufacturing industry diversification has been 
practiced on a much wider scale. Some companies which formerly 
obtained the bulk of their volume from heavy electrical equipment 
ol the “capital goods” variety have succeeded in materially lessening 
fluctuations in total output by producing complete lines of house- 
hold electrical appliances and other consumers’ merchandise, the de- 
mand for which is much more steady than for central-station equip- 
ment. 

Another traditional means for regularizing the flow of production 
is manufacturing for stock. For maximum effectiveness and minimum 
risk a program of production for stock must be based upon a care- 
fully formulated manufacturing and sales budget with utilization of 
the best techniques for sales forecasting. Unless a standardized line 
of products has proved entirely acceptable to the users of the products, 
there is always the risk that a company will be caught “out on a 
limb” with heavy inventories of finished goods that have become ob- 
solescent and therefore unsalable. 

In some industries, greater regularity of operations has been ob- 
tained by following policies that go directly counter to the principle 
and practice of standardization. Within obvious limits it is possible 
moderately to increase or sustain sales by putting out new models 
or by launching new styles for certain types of consumer goods. 

It is even possible for two companies in the same industry suc- 
cessfully to follow diametrically opposite methods of regularizing 
production and sales. ‘To illustrate, a company manufacturing men’s 
work shoes may concentrate on a single standard line. It can estimate 
with reasonable accuracy the demand for this standardized type of 
shoes and produce them at a uniform rate each month irrespective 
of fluctuations in actual sales. On the other hand, a manufacturer 
of women’s dress shoes can keep production at a relatively even keel 
by creating new designs and new styles for each season and deter- 
mining production schedules on the basis of orders received in ad- 
vance. 

Again within decided limits, it is possible to stimulate consump- 
tion during the usual off-season period by special advertising cam- 
paigns, by use of price differentials, and other promotional programs. 
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In the building supply industry, for instance, concerted efforts have 
been made with some success to encourage the continuance of out- 
door construction projects throughout the winter months. 

Finally, there are almost limitless opportunities for ironing out 
fluctuations in total output by the practical application of technical 
and market research. Hundreds of companies maintain research 
staffs to discover new uses for existing products and to develop new 
products which will balance their regular lines. Through market 
surveys and other commercial research projects, many companies have 
been able accurately to gauge the potential demand in certain areas 
for their products and to launch special sales campaigns during the 
periods of the year when sales would normally be at low ebb. 

Virtually all these methods are advantageous in themselves. They 
have not been applied solely for the purpose of bringing about greater 
stability of employment. ‘They have been intended to produce pro- 
gressive expansion in total volume. Greater regularity of employ- 
ment has been the result rather than the cause of their application. 
But now the adoption of experience rating devices under state un- 
employment compensation laws has produced further financial in- 
ducements for management to intensify its regularization programs. 
And experience rating makes it more necessary than ever for manage- 
ment to observe the old slogan of “stop, look and listen” before 
hiring or firing any substantial group of employees. 

It goes without saying that every company should have a tailor- 
made program for reducing its unemployment compensation costs. 
There are no panaceas. What works in one field of business might 
be suicidal in another. But there are certain tested methods that 
can be applied advantageously in practically all industries. Judicious 
use of a budget covering all phases of a company’s operations, main- 
tenance of a soundly developed personnel program, and _ intensive 
utilization of modern tools of technical and market research will go 
far toward enabling a company to discharge its social obligations 
under state unemployment compensation laws and yet to keep its tax 
costs down to reasonable proportions. 
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UNION FOR FOREMEN? 


By FRANK RISING 
Labor Editor, Business Week 


The foreman is the most talked-about individual in industrial relations. He 
is rightfully regarded as important because he is management's first point 
of contact with the rank-and-file workers. He understands labor and speaks 
the language of the employees. He is taught to train and taught to be a 
leader. He is the “coming-up” man in the plant. With all this in mind, 
how can the anomaly of a foremen’s union be explained? This article by 
Mr. Rising, who is as close to movements in the labor field as anyone in the 
country, is devoted to a discussion of this question. 


PERSONNEL problem more important and complex could hardly 

be imagined than that posed for business management in the cur- 
rent threat of foreman unionization. Two events of late 1939 brought 
this matter sharply into focus: One was the formation of a foreman’s 
union in Detroit and the other was the protracted tieup of San Fran- 
cisco’s port by a C.I.O. move to bring the dock checkers—who are 
foremen—into the hiring hall system. 

Unhappily for the cause of real progress and proper balance, 
these two crises passed rather quickly and in each case the employers 
yielded little or nothing. As the headlines disappeared, many execu- 
tives were relieved of the necessity of “doing anything about it right 
now.” Now the foreman problem has been more or less piped down— 
but it is there just as big as ever. 

The Detroit uproar reached its height following a demand by the 
C.1.0.-affliated United Foremen and Supervisors for recognition in 
Chrysler bargaining procedure. It subsided after the new union with- 
drew its demands in that sector. But a little investigation disclosed 
the fact that the new union claimed some 17 locals, that it had a con- 
tract with a small non-automotive manufacturing plant, and that it 
had filed charges against some larger Detroit employers before the 
National Labor Relations Board. 

As it happened, Philip Murray of C.I.O. was in Detroit taking 
over the union side of the Chrysler negotiations (and, incidentally, 
cold-watering the foreman issue). Approached off-record by worried 
management, Murray said that the C.1.O. didn’t want to press the 
matter, but pointed out that if foremen were fair game for any union 
he would prefer to see them in C.I.O. rather than in A.F.L. To this 
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the management people were inclined to agree; at least those who had 
a C.I.O. shop contract were pretty sure that an A.F.L. foremen’s union 
would pile up the headaches. 

In the meantime, NLRB had its own problem; many times the 
foremen had been held to be representatives of management, but under 
the Wagner Act they also were employees. Were they entitled to be 
received as such? After long consideration, the Detroit NLRB offices 
dismissed the local petitions. Top union leaders, management, and 
the Labor Board seemed to be in agreement. 


WHAT DO FOREMEN WANT? 


All of this, however, fails to touch the essential question: “What 
do the foremen want—and what should management do about it?” 
In the past few months, a good deal of thinking and conferring has 
been going on, and in a few places some changes are being made. 
Before attempting to suggest policy, however, it would be well to get 
clearly in mind what caused—and still causes—some foremen to con- 
sider unionization. 

From foremen themselves, and from some business executives who 
are very anxious to promote more harmony, we can get some of the 
complaints: 

1. The foreman quite often feels that he is of little importance— 
just another guy in the shop. True, management praises him con- 
stantly as “the key man,” gives him tracts to read, talks about him in 
glowing terms at foremen’s club meetings, shows him movies about 
how to be a real leader. But it changes policy without consulting 
him, gives him rules to follow and then sometimes fails to back him up 
in a tough labor relations spot, doesn’t ask for and doesn’t want his 
advice. 

2. The foreman has to live. He has a wife and family, he wants 
his cut. During the rush of workers into unions, some wages have 
gone up 20% to 30%. Has the foreman’s compensation kept pace? 
It has not, at least not with any regularity. He is “caught in the 
middle” between two great bargaining forces and too often feels that 
he is losing out by being an individualist. (Incidentally, this. is the 
basis for white-collar organization, too.) 

3. The foreman is quite often only a temporary gang boss. In 
some shops which have large scasonal production humps, a man can 
be a foreman for awhile and then return to the bench. He’s a member 
of the gang at heart and by training, and even may be a member of 
the union already. Who can reasonably expect him to shift back and 
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forth from one side to another of a management-labor fence? 

4. ‘Vhe foreman actually is an employee, and entitled to come 
before the Labor Board in that capacity. At least, he is an employee 
in the same sense that the president of the company is, and the law 
doesn’t define the term. Then, if others are entitled to take action to 
get job security and wage preferment for themselves, why isn’t he? 


SMOLDERING COMPLAINTS 


Such are some of the first queries one meets in attacking the fore- 
men’s unionization problem. An essential preliminary to remedial ac- 
tion, according to the few management people who have tackled these 
questions, is frank consultation with the foremen themselves. One big 
Detroit firm, which now reports that the foremen seem to have lost 
their desire for a union, found a dozen smoldering complaints which 
needed fixing. The method was to have supervisors ask foremen for a 
friendly conference, tell the boys that nobody was going to be fired or 
criticized, ask them: “Why—just tell us why.” 

Moving along to the complaints, there are recognizable manage- 
ment policies now forming which will attempt to meet the problems 
in order as listed above: 

1. If the foreman is unreasonably “shut out,” he can be brought 
into closer contact with management, can be asked for his advice, can 
help make decisions rather than have to take them cold after they come 
down from on high. This does not mean that the foreman tells man- 
agement what to do—it means merely that if he is the kind of foreman 
whose judgment is valuable, the judgment should be sought. 

2. A respectable differential should exist between the wages of 
a top man in the production gang, and his foreman. A glaring case 
has been found recently where the foreman actually got less than the 
top men he gave orders to. Management just didn’t notice what had 
happened over the years—but you can bet the foreman in question 
did, even though he made no complaint until he suddenly turned up 
in the foreman’s union with a grudge. 

Incidentally, there can be no fixed rule on differentials. Foreman 
responsibilities and worth vary widely. But the essence of the idea is 
to work out a fair range, and then to see that it is reviewed often 
enough to keep it workable. 

3. Foreman training can answer some of the problems presented 
by the men who are picked out of the working force for temporary 
leadership. Some of them are good men who never get a proper chance 
to grow. But this point will remain largely unsolved as long as wide 
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fluctuations of production demand occasional bulges and declines im 
the supervisory force. 

4. If the foremen want a union, it is quite legal for management 
to set up a union for them. A company union—no less. And super- 
visors, executive vice-presidents, even the top executive, could be eli- 
gible for membership. Purpose? Joint consultation on the working 
rights of the management group. 


FOREMAN BELONGS ON MANAGEMENT'S SIDE 


It must be admitted that such developments are in the realm of 
fanciful speculation at present. But business in truth is a combination 
of capital, which owns the corporate structure and is the real “em- 
ployer”; labor, which is hired to do a job of producing things for 
sale; and management, which is hired to do a job of watching the 
dollars, markets, production and sales. If labor is organized and 
management is organized, the foreman belongs on the management 
side. 

Only one alternative to expert attention for these present-day 
foremen problems has been suggested, and that one cannot be accom- 
plished. The action involved would turn the foremen back to the 
working gang, and install another layer of management between them 
and the supervisors. In effect: fire the foremen and hire new ones 
not tainted with the union virus. But any practical business man 
realizes that such a procedure would be highly nonsensical, and would 
solve nothing. 

The only practical way out—and the one which would please fore- 
men, labor unions, and Labor Board too—is for management to make 
good on its oft-repeated claims that the foreman is a key man, a 
trusted director of its policies, and one worth paying well for the 
confidence reposed in him. 














NEW TRENDS IN PERSONNEL POLICIES 


By J. WALTER DIETZ 
Personnel Relations Manager, Western Electric Company, Inc. 
Vice President, AMA Personnel Division 


As we leave one troubled decade behind and enter into a new one, what 
stage of development has personnel administration reached? Have per- 
sonnel policies now assumed an importance equal to those pertaining to the 
stockholder and the customer? What are some of the problems that may be 
thrust upon the personnel executive during the Forties? These are some of 
the questions discussed by Mr. Dietz in this article, which has been adapted 
from a speech recently presented before New York’s Personnel Club. 


I. Policies—Administrative Attention 


O understand what has occurred in the relations of management 

and workers in recent years one must deliberately set out to look 
for the tidal changes—I mean those underlying yet subtle changes 
which are liable to escape us during an era of rapidly changing scenes 
and especially in such a troubled atmosphere as that which character- 
ized industrial America of the 1930's. 

I believe the change that is of the greatest importance lies in the 
fact that personnel policies have found their place amid the conse- 
quential matters upon which the best executive thinking is done, and 
are part and parcel of the essential problems that must be considered 
in running a business enterprise. In short, personnel policies have 
moved into the front office of business. It is an accepted principle of 
management that the formation and administration of personnel poli- 
cies is not a side-line function. It is now widely recognized that man- 
agement’s difficult task is that of keeping in balance the interests of 
the investor, the customer, and the employee. And management must 
bring about a result that is simultaneously satisfactory to these three 
interests, and that must furthermore be delivered in a bundle which 
we call a solvent, going concern. 

The trend is definitely toward a clear, clean-cut statement of 
management’s intended standard of treatment in all human relation- 
ships within a business. More companies have stated their personnel 
policies in the last two years than ever before. Successful businesses 
are being administered in accordance with accepted personnel policies. 

The personnel function of management is inherently different 
from other management functions, in that it cannot be segregated, set 
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apart and delegated. It cuts across all other functions and is common 
to them because it is through the medium of our employees that all 
business is carried on. ‘Therefore a personnel policy cannot be estab- 
lished and maintained independent of other management policies. 
The responsibility for formulating and following a definite personnel 
policy is inherent in and is in fact the very essence of sound admin- 
istration. 

This newer concept of the personnel function is based upon the 
growing conviction that we must look upon our organizations as social 
structures, composed of various groups. For many years in manage- 
ment we have looked upon the individual as an economic unit, and 
believed that his behavior was influenced and controlled almost en- 
tirely by economic considerations and individual differences. Under 
some of the new influences both from within and without industry, 
we are coming to see that the individuals who make up a total organi- 
zation are members of work groups which bear a variety of relation- 
ships to one another. We have, for example, a management group, 
a supervisory group, engineering groups, office groups, and shop 
groups, long-service employees and newcomers. Each of these in turn 
is split up into sub-groups. This type of division into groups is deter- 
mined, in part, by the purpose and nature of the business. 

It is important to realize that these groups, acting and interacting 
on one another in many different ways, are dependent for their exist- 
ence on an interplay between forces, some of which make for solidarity 
and some of which make for social differentiation. Without both these 
processes there can be no social organization. This can be readily 
understood when we consider the fact that whatever draws people 
together in a group separates them from other groups. Conversely, 
whenever a group becomes less closely knit, its opposition to other 
groups diminishes. 

Industrial organization, if its technical and economic purpose is 
to be served, must be such that the various work groups have sufficient 
internal solidarity to assure an effective collaboration between the in- 
dividual members, and, at the same time, this cohesion must not be 
so strong that one group can separate itself in opposition to other 
groups, making collaboration between groups impossible. In these 
terms, one of the chief functions of industrial management is that of 
maintaining some sort of equilibrium between these opposing forces. 

It is not enough to give lip service to such a philosophy. There 
must be concrete evidence that there is definite intention to do some- 
thing to bring the personnel point of view to bear upon all manage- 














PERSONNEL TRENDS 99 


ment matters at the time and place policy and operating decisions are 
made. 


sive 


1. 


Concrete expression of this recognition is being made by progres- 
companies. In various ways they are doing something about it. 


They are placing definite responsibility for organized and sys- 
tematic attention to the personnel phases of management upon 
some one executive of the organization. This is not effective 
when it is simply a side-line responsibility along with functional 
management responsibilities. In larger companies the practice is 
growing of having the personnel director as a chief staff officer 
of equal status with those in charge of manufacturing, distribu- 
tion and purchasing. More and more frequently during the last 
few years do we find the staff personnel men sharing in current 
discussions of business problems because it is becoming more 
clearly recognized that no plant expansion, price, marketing, or 
financial policies or decisions can be made which do not have their 
reactions upon personnel and public relations. 

Some companies make such an officer the head of a General Per- 
sonnel Committee of ranking executives who, by the nature of 
their assigned responsibilities, have the authority to put into 
effect in their particular branches of the business personnel polli- 
cies and decisions agreed upon in conference. Such a group, meet- 
ing regularly and upon special occasions to formulate and recom- 
mend for executive action policies and methods necessary to in- 
sure proper employee relations, insures a consistency in everyday 
relationships which independent action can never achieve. 
Many companies are evolving and making known to all super- 
visors and employees definitely stated employee relations policies 
which are used as a basis for supervisory action and as a program 
to check against in carrying out a company’s intentions to bring 
about justice and fair dealing. 

With all the growing emphasis within industry these days upon 
engineering and scientific research (2200 laboratories) as bearing 
upon products and processes of our industries, there is an dmazing 
lack of organized attention to personnel research. Certainly it is 
a major responsibility of industry to endeavor to understand its 
human problems. Such understanding can only be gained by the 
study of problems in their everyday environment. When one 
thinks in terms of the part of a business income which goes to 
workers in wages and salaries, it looks as if spending some money 
could well be justified in getting at solutions of basic problems 
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related to what we receive in return for these great payroll ex- 
penditures. 

The Personnel Research Federation in a recent report said: 
“In 1921 there were not 50 companies in the country with per- 
sonnel departments using scientific methods of personnel work. 
Today there are at least 1500. There are perhaps 100 now with 
personnel research departments of their own.” 

The American Association for Applied Psychology, in a recent 
survey of the activities of the 1124 professional psychologists, 
found 43 in industrial work. The largest numbers were in educa- 
tional and clinical work in connection with hospitals or Govern- - 
ment agencies. The mean age of these people was 33 years. Of 
the 43 people, 34 had advance preparation leading to Masters’ 
or Doctors’ degrees. Their mean salary was about $3,000, which 
was a slightly higher salary than those in clinical and educational 
work. We need new knowledge about people at work! 


II. PROCEDURES 


Guidance through personnel practices brings us right up to the 
tools that your staff personnel specialist is concerned about today. 

Never in my experience have I seen such definite attention to 
problems relating to standards of performance for workers in the office, 
field and shop. Employees, labor organizations and supervisors are 
all asking for more objective help in evaluating individual merit and 
the relationship of service (seniority) to management decisions. Indi- 
viduals want to know just how they are doing and where they stand. 
It is good business to have them know. Therefore practices relating 
to job analysis and worker qualification are getting renewed attention. 

Let’s take a look at other problems which the personnel executive 
is liable to meet in one form or another in 1940: 


1. Equalization of Privileges—Shop and Office, Hourly and Salaried 
Hours; vacation; overtime; payment for absences—sickness. 
Employment of Women 


te 


Increased mechanization in offices; attitude toward married women; in- 
crease in number of employed women. 

3. Age Trends 
The older worker; the younger worker. 

{. Stabilization of Employment 
Seniority; merit; overtime vs. spread of work; unemployment taxes; 
probationary period. 

5. Thrift and Financial Matters 
Credit unions; hospitalization plans; medical attention in lower income 


groups. 
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6. Bargaining’ Experience 
Tendencies toward change in leadership; fighter vs. negotiator. 
7. Training 
Intensive training; visualization and dramatization; skilled help. 
8. Salary and Wages 
Community rates of pay—job descriptions as basis; cost of living; periodic 
rate reviews. 

National Labor Relations decisions, new interpretations by labor 
boards, unemployment compensation administrators, new effects of 
fair wage and hour rulings, all emphasize the professional and legal 
approach that personnel practices are coming to receive. 

But to me the most significant trend is the personnel man’s more 
professional attitude toward his work. He is no longer content to 
deal only with designing new application blanks or preparing turn- 
over, accident and compensation reports. 

One very definite evidence of this trend is borne out by the 
number and variety of cooperative groups of personnel workers which 
are meeting regularly for intensive study of personnel practices and 
procedures. Several leading universities are sponsoring such groups. 
Princeton University Department of Economics was a pioneer. Leland 
Stanford, M.I.T., Michigan, Rutgers, Penn State, Purdue, Queens in 
Canada, and California Institute of ‘Technology are rendering excel- 
lent information and clearing house service in their areas. Pittsburgh, 
Chicago, Baltimore, Philadelphia, Newark, and other cities have op- 
portunities for personnel men to get together for exchange of experi- 
ence and mutual helpfulness. There are big advantages in taking a 
look at our own personnel problems in the light of the activities of 
other employers. 

What is the personnel workers’ greatest need? Recent progress in 
the field of studying and reporting on attitudes and sentiments of 
employees helps get the answer. In my judgment it is better under- 
standing of the social organization made up of various interacting 
groups of individuals brought together in our present-day companies. 

Too long have we looked upon workers as individuals—economic 
units—motivated only by economic considerations. There are tremen- 
dous pressures and influences at work in normal work situations that we 
must seek to know more about. We must learn to diagnose, evaluate 
and communicate. 

Introduction of changes in processes and methods, new objectives, 
new standards are definitely slowed down due to lack of mutual 
understanding. The Harvard Press has just published a book called 
‘Management and the Worker,” based upon research right under 
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working conditions, which brings to light important new knowledge 
for the use and further study of executives and personnel people. 
Business today is a social organization that needs to be understood by 
all the citizens of our democracy—but that is another story. 


III. PEOPLE 


T. G. Spates, Director of Industrial Relations, General Foods 
Corporation, and a former Vice President of the American Manage- 
ment Association, emphasizes the importance of supervisory responsi- 
bilities when he says: “You can neither legislate nor contract out the 
spirit of friendliness which must prevail throughout the work relation- 
ships if human happiness in the daily task is to be assured. In other 
words, there is no successful substitute for good personnel administra- 
tion. Only good personnel administration will eliminate the subtle 
abuses that are the underlying causes of human friction in industry, 
commerce, and government.” 

To the old saying that a man is known by the company he keeps, 
I wish to add a new one: “A company is known by the men it keeps.” 
This is certainly true in the field of supervision and more important 
too than any other phase of a business, when we are thinking in terms 
of meeting responsibilities to our employees. Many of us were taught 
operating in terms of “organize, deputize, and supervise.” As I look 
back over the evolution of personnel matters during the past thirty 
years, I note temptation on the part of upper management to deputize 
attention to management problems relating to employees. 

Look back for a moment and consider the high hopes we have 
had for the specialists of yesteryear—the efficiency engineer, the disci- 
plinarian, the employment manager, the training director, and the 
safety engineer. There has been the tendency to feel that such delega- 
tion of responsibility would relieve the first-line supervisor of many 
of his difficult supervisory problems. Have many personnel men been 
wise when they yielded to the temptation of thinking that they could 
take over those responsibilities? One by one these activities are being 
handed back to the line organization with a growing recognition that 
your personnel expert is a staff assistant—helpful, useful and important 
in all these relationships, but not an operating man. 


Under present-day conditions management’s new tools are con- 
sultation, collaboration and coordination, and it is certainly a major 
administrative responsibility to have in supervisory positions indi- 
viduals who have the capacity, inclination and training to use these 
new tools in dealing with today’s new situations. 
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H. H. Carey, of the Western Electric Company, puts it this way: 

Consultative supervision and management may be defined as the 
procedure whereby supervisors and executives consult with employees 
or their representatives as equals on all matters affecting the employees’ 
welfare or interests prior to formulating policies or taking action. 

“In all human affairs there is nothing which stirs up in all of us 
such instant and severe resentment as action taken by someone which 
vitally concerns us and which they failed to discuss with us. Where 
such action is favorable and in line with our ambitions and interests, 
the incident may be satisfactory and overlooked. But if such action 
is unfavorable or detrimental, it creates instantly an intolerable situa- 
tion and something to fight about. To have unfavorable action ex- 
plained after the fact in an apologetic manner makes it barely toler- 
able, perhaps. But to have been consulted regarding the unfavorable 
and perhaps inevitable action in advance, reduces to a minimum our 
resentment and ill feeling.” 

Certainly in democracies this is a more helpful and far-sighted 
approach than fighting it out. Of course, this is not a technique which 
a supervisor who imagines himself an important dictator could use. 

Some companies like Socony-Vacuum and United States Steel hold 
supervisory responsibility so important that very specific analytical 
programs are being developed. Starting from the president of a com- 
pany, and going through the entire operating organization, there 
must be consensus, common understanding on objectives and responsi- 
bilities. This is another illustration of the change in emphasis. There 
was a time when it was thought that a training director could not only 
train all of the individual productive workers but train all the line 
supervisors as well. The new ideal is that important operating super- 
visors must meet this responsibility by coaching their own supervisors. 

We find management yielding to the temptation of delegating 
problems of negotiation to their personnel people. Here, as in matters 
of safety, training and operating efficiency, it seems to me that the 
operating management men must accept the full responsibility for 
major collective bargaining activities. The personnel man should share 
in these, but inasmuch as agreements have to be lived up to not by 
personnel men but by operating supervisors, in my judgment it be- 
comes evident that the personnel executive cannot relieve the line 
organization of its bargaining responsibilities. He should help his 
line organization to meet this responsibility—not relieve them of it. 
Keep your expert on /ap—not on top! 
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In connection with grievances, the fundamental seems to be gener- 
ally accepted by agreement that practically all the machinery for the 
sound handling of grievances starts with an employee’s immediate 
supervisor. 

Upper management’s major responsibility in connection with 
supervision seems to point more and more toward attention to the 
initial selection of individuals upon whom are placed full operating 
responsibilities for getting desired results in the field of quantity and 
quality of production, plus fairness and consistency in the worker 
relationships. Here again, old-fashioned supervisory training will not 
meet the needs. The new techniques of understanding all the factors 
which bear upon social behavior resulting from the expectations and 
sentiments of individuals and groups when working together must be 
diagnosed, understood and reckoned with. 

Have we entirely underestimated the effect of informal leadership 
which does not appear upon our organization charts? Evidence accu- 
mulates that we have much to learn about problems of the introduc- 
tion of technical changes, especially when these changes are introduced 
in ways which bear heavily upon the prestige and security of indi- 
viduals and of groups. 

Certainly, the objective of constructive supervision is the maxi- 
mum utilization of each individual’s work capacities and recognition 
of a definite responsibility of giving each individual opportunity for 
his maximum growth and _ usefulness. 

Through our employees’ magazine a competition was carried on to 
get the best answer to the question, “What is the Ideal Boss?” I think 
you will agree that the following is a very human sort of answer: 

“The ideal boss works hard himself when there is plenty of work 
to be done, and not so hard when the job is not pressing. He is will- 
ing to have other persons do the same. He believes that results are 
what count and that methods may differ. Anyone may say ‘no’ to him 
as often as ‘yes,’ providing there is a reason. He gives credit where he 
thinks credit is due and is glad to listen to anyone who thinks his 
judgment in the matter is wrong. His attitude toward mistakes is that 


they cannot be eliminated either from his life or anyone else’s; the 
best that can be done is to try. He likes honesty, but most other quali- 
ties in a workman can’t be ordered to pattern; they are properties of 
an individual character, almost meaningless unless individually con- 
sidered. In the back of his mind the ideal boss carries an appreciation 
of the fact that to be bossed involves a sort of sacrifice for most human 
beings, and that to boss therefore implies an obligation.” 
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What are the specific next steps in meeting our responsibilities in 

this area of supervision? “They definitely are: 

1. More attention to the initial selection of supervisors; 

2. Acceptance by upper management of responsibility for cur- 
rently rating the performance of supervisors; 

3. Continuous attention by the line organization to coaching and 
developing supervisors trained to carry out pre-determined 
management policies and to communicate employee points of 
view. 


IV. The Real Major Trend 


Some of the trends in personnel matters seem contradictory. You 
tell me that I have pointed out that the trend is toward the front office 
and then come right along and say that constructive supervision right 
out on the everyday job is the real significant development. How do 
they tie together? 

In the three areas of Policies, Procedures and People that we have 
been discussing, it seems clear that the major trend underlying all the 
others—the very spirit of the solutions to our personnel problems—is 
understanding—understanding that deals with problems in the light 
of all company-wide, personal and local influences. 

We need to give more definite attention to employees’ company- 
wide interests. The daily job, important as it is, is not all. There is 
much growing evidence among progressive companies that job satis- 
faction is greatly increased and public relations enhanced when em- 
ployees have an opportunity to become better acquainted with, and 
have intelligent understanding of, company-wide objectives, methods 
and results. ‘Tools used for this purpose are being brightened up a lot 
these days. New uses for employee magazines, new picture treatments, 
annual reports written for or interpreted for employees, open-house 
visits—all of these make it possible for employees to share their interests 
in company activities with their families and friends, and we all feel 
better about the whole relationship. 

Mutual understanding .and confidence on the part of executives, 
personnel people, labor leaders, individual workers, and all line super- 
visors are inherent in the success of any business today. 

Is there anything we can do to get into this spirit? No one per- 
sonnel procedure will do the trick. But let us try this recipe. ‘There 
are some new ingredients in it, some new ways of looking at things. 
We will be stimulated by them. 

We will try leading instead of bossing; teaching instead of telling; 
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listening more, talking and arguing less; more frankness, less diplo- 
macy; start with trust in place of suspicion; understanding instead of 
logic. Let us interpret and feel, not “jump at conclusions.” Advance 
discussion and agreement are the modern substitutes for arbitrary 
orders. It costs more to correct than to prevent. Responsibilities make 
for better thinking than rights. Over all, and through all, the spirit of 
friendliness. 

We will learn how to do this thing together in constructive, demo- 
cratic ways. After all, it is bigger than business and industry. It is 
the very spirit of genuine human happiness and satisfaction. 


TIME-STUDY YOURSELF! 


By R. E. MacNEAL 
Assistant Secretary and Manager of Standardization Division 
The Curtis Publishing Company 


What goes on in the employee’s mind when he is being time-studied? 
How does he regard the employer’s motives? Does he see any advantages 
in it for himself? What does he think of the time-study man? These are 
some of the questions dealt with by Mr. MacNeal in this challenging and 
constructive article. Labor and management, he says, can both learn a 
great deal “about the industrial facts of life’ through time-study and allied 
sciences; but first both must know what time-study is, what it is for, and 
how it should be applied. 


— be surprised, to put it mildly. That is, if you really do 

the job honestly, and put yourself mentally as well as physically 
in the place of your employees. Candidly speaking, the attitude of a 
great many employers toward the question of time-studies resembles 
that of a short-tempered parent administering a dose of castor oil to 
a reluctant child. With the righteous knowledge in his heart that it 
is “for the child’s own good,” he either gives up in disgust after a 
brief semi-persuasive period, or grimly determines to “ram it down 
his throat.” Perhaps there IS a moral for employers in the fact that 
the mother’s gentle, unhurried, and confidence-inspiring approach is 
so much more effective. Write your own ticket. 

A brief summary of the economic and psychological factors in- 
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volved in the trial of time-study methods may remove the seeming 
heresy from these opening remarks. In the first place, the percentage 
of employers attracted to time-study primarily because it will benefit 
their employees is microscopically small. Almost without exception, 
they have heard that in one way or another if will save money. The 
thought given to what this will mean to the employee ranges from 
zero to claborate plans for sharing the savings with the employees. 
In reality, this often means sharing only that portion of the savings 
in which the employer decides the worker may have an equity, and 
of course sharing this only with those who are left after the shooting 
is over. The employer also decides arbitrarily what percentage of even 
this part of the savings is to go to the employee, and sets up specific 
conditions which the employee must meet to share at all. ‘The whole 
emphasis seems to be on ways to make the employees hold still while 
the harness is buckled. ‘The hope is that the higher wages, plus inertia, 
will prevent a serious kicking spree. 

This statement does not accuse employers as a whole of being 
mercenary or callous to the humane sides of their business, but is 
intended to emphasize that their every fibre is sensitive by habit and 
by necessity to those economic laws which must be observed if their 
establishments are to continue to exist profitably. ‘Their error is there- 
fore one of oversight rather than of indifference. Error it is, because 
time-study in one form or another is undeniably a necessary and per- 
manent part of our whole economic structure, in spite of any local or 
temporary reversals it may sustain, and is, therefore, too important 
to be considered emotionally. The effectiveness of man’s labor surely 
demands and deserves as accurate measurement as the commodities 
for which he exchanges it, for the mutual protection of its buyer and 
its seller. 


LABOR AND CAPITAL INTERDEPENDENCE 


For purposes of general analysis we may well afford to spare 
specific and deserved criticism of employee behavior, since the privilege 
of initiative up to the present time has rested exclusively with the 
employer. This condition has existed ever since the early days of 
apprentice labor, when the master gave to the apprentice little of in- 
irinsic value beyond a mere subsistence, and of information a quantity 
dictated by a mixture of honesty and self-interest. The status of 
journeyman gave to the worker principally the freedom to exercise his 
skill where it would receive the greatest measure of appreciation, and 
an income which was a subject for mutual agreement rather than the 
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mere generosity of his employer. Since the industrial revolution, the 
worker has become continuously freer from the time-consuming attain- 
ment of personal skill, but is today as dependent upon the tremendous 
capital investment required in industry as he formerly was upon the 
personal knowledge of his master. Fortunately for our social welfare 
as a nation, only a stupid person would deny that today capital 
and labor are equally interdependent. Let us avoid controversy about 
equality, since it seems to be a phenomenon nature never intended to 
produce. Let us rather study the harmonious attainment of individual 
objectives. Society has denied the individual the right to wrest his 
living from natural sources of supply, so it is only fair that society 
provide other acceptable sources; and capital asks only the oppor- 
tunity to benefit from accumulated property rights as well as from 
personal services. 


By comparison with the progress science has made in the last 
few decades in the mechanical, chemical, and electrical fields, it is 
astounding that wages, beyond a mere subsistence level, are still set by 
local or industrial precedent, rather than by a measure, however crude, 
of the contribution of the worker to society. Physical working condi- 
tions receive scant and sporadic attention, and are as good as they are 
more as a result of the fundamental decency of the employer than 
from any actual measurement of their effect on the worker’s welfare 
or productivity. As for employer-employee relations, how many com- 
panies are there who explain to a new employee not only what their 
rules are, but why they are? With so many factors unnecessarily left 
to guesswork by industry, is it any wonder that workers, with their 
limited sources of vital information, arrive at some pretty weird con- 
clusions at times, and will heed the counsel of persons as basically 
uninformed as themselves? 


Thus far we have confined ourselves to basic theories. ‘These 
theories however, understood or not, are primarily the cause of dissen- 
sion regarding time-studies. Employers know that economies effected 
by time-studies will at best be only partially shared with employees, 
and so do their employees. Employers want to be sure each employee 
gives a fair day’s work for his wages, and employees do not feel that 
this measurement should be something they do not understand and 
have no voice in defining. Employers want wasteful and unnecessary 
tasks eliminated, and employees see such a program in terms of lost 
jobs for themselves or for fellow workers. Employers have much to 
gain by helping labor to analyze itself. American labor has ideals 
befitting an intelligent and self-respecting body, and would certainly 
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prefer the substitution of facts for misdirected or demagogic emotional 
appeals. 

What has all this to do with time-studying yourself? Plenty! In 
fact, it may well point a way toward the solution of the whole problem. 
Time-study with its allied functions can and should tell both capital 
and labor the facts of industrial life—how much time, training, manip- 
ulative skill, physical and mental effort, etc., are required for each task; 
and in this respect labor is most fortunate. Administrative, promotive, 
and executive duties are, by comparison, tremendously difficult to 
evaluate, and the most deep-rooted of desires common to all mankind 
is that of receiving compensation from some source commensurate 
with the contribution rendered to any endeavor in which it may take 
part. Some prefer their reward in monetary form, others place a high 
value on intangibles. ‘Time-study yourself, and see whether your em- 
ployees could possibly grasp the full significance of these factors and the 
sound purpose underlying your efforts, with the approach you now use. 


SOME EMPLOYEE REACTIONS 


All set? Now don’t forget you are the employee—for the next few 
paragraphs at least. You are performing a task that you know how 
to do well. It took a long while to learn, and there are several little 
short cuts you have devised which make the job look easier than it 
really is, and you feel pretty good about the whole thing. Oh-oh! here 
comes the boss! Wonder what he wants? Is everything ship-shape? 
Who is that guy with him, and what are those gadgets he’s carrying? 
Sure, glad to meet you. (A time-study man, eh? Yeah, one of these 
“efficiency-expert” guys! What does he know about my work? He'll 
watch every breath I draw and no matter how much or what way I 
work it'll be all wrong to him! Nuts! And me all thumbs this morn- 
ing, too!) You begin to explain your work, wondering how somebody 
who doesn’t even know how it’s done can tell you how to do it better. 
Well, the boss is gone now, and you can sort of feel this guy out and 
see if he is any more human than he looks. You wish he’d stop clicking 
that watch all the time, and that thing he calls a “slip-stick” gives you 
the creeps! 

Well, he’s gone now, and are you glad that’s over! Why, the 
guy didn’t even speak plain English! When you finally came right out 
and asked him what he was going to do with all those notes, he mum- 
bled a lot of junk about therbligs and norms, elementary values and 
mode versus mean. The guy probably would refuse to eat alphabet 
soup unless it had fractions in it! 
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It is a week or so later and you are about ready to kick your 
grandmother after trying a lot of “labor-saving devices” the expert 
has suggested. He says it’s much easier, but your hands just don’t 
seem to want to reach the right places now that everything is in a 
different location. It’s like the time you came home late and your 
wife had moved all the furniture around while you were out. Darned 
near broke your neck! And that so-called bonus plan!’ A body would 
have to kill himself to make an extra nickel the way those rates are 
set. You know, they say the XYZ plant is a pretty good place to work. 
On the other hand, maybe it would be better for us to all get together 
and tell the boss we just can’t stand this sort of thing He’s not a bad 
egg, and if we could only get this cuckoo out of here and do like we 
used to, a man could get some pleasure out of his work As it is now, if 
you do think of a good idea this expert will probably take all the 
credit, and you're not going to be anybody’s stooge! 

Let’s go back to your own nice quiet office now and do some deep 
thinking belore you burst a blood vessel. Are time-study and its benefits 
worth all this? Yes and no. ‘The point is, “all this” is not only dan- 
gerous, it is absolutely unnecessary, and furthermore, it retards or 
even may offset the intended benefits. ‘Time-study can benefit both 
employer and employee if properly handled. 


IS THE TIME-STUDY MAN A SALESMAN? 


In the first place, suppose we consider the initial point of con- 
tact—the time-study man. He is probably an engineering type who 
believes in his work, does it conscientiously, and is so conversant with 
its economic soundness that he unwittingly assumes this knowledge is 
possessed in some degree by all your employees. He doesn’t converse 
with the worker because he doesn’t want to distract his attention from 
the work. He wants to study the work under “normal conditions.” 
If he only knew! Wonder if he ever tried to work with someone look- 
ing over his shoulder all day? On the other hand, who can blame 
the time-study man for not being a little ray of sunshine? It takes 
stern stuff to be greeted day after day like so much poison-ivy and still 
come up smiling. But is he a salesman? He most certainly should be! 
Any good salesman will tell you that goods sell easier and stay sold 
longer when the customer knows just how, when and why they are a 
genuine bargain. Perhaps it may pleasantly surprise you if we examine 
the bargain your time-study man can offer, if properly presented to all 
concerned. It may also convince you that selling is by far the most 
important part of his work. 
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Credit for accomplishment should not be haphazard or accidental. 
This applies to both routine production and suggestions for improve- 
ment. On routine work a yardstick is obviously necessary. It is just 
as necessary if we are to measure the true worth of an improvement. 
Our yardstick in this case must measure more than one dimension. 
Time, quantity, quality, versatility, cooperation, responsiveness to 
discipline, mental alertness, physical dexterity, loyalty and depend- 
ability—these are not things you can wrap up in a formula less com- 
prehensive than the Golden Rule. But you can take the guesswork 
out of enough of them to leave only a reasonable remainder to be 
handled by judgment alone. 

After all, work produced means raw material to which value has 
been added by processing. The function of industry, and by that is 
meant you and your employees, is to add that value in the most eco- 
nomical and effective manner. No sane man would expect to be 
allowed to cut down a tree with sandpaper. He will react just as 
sanely to your improvements if he can be made to see their logical 
value as clearly. Your first task then is to adopt a simple but thorough 
program for your employees, taking the mystery out of the purpose 
of time-study. 


SHOW EMPLOYEES THE ADVANTAGES 


Show them how it gives continuous credit for effective work, 
largely devoid of luck, favoritism, and personal supervisory interest in 
a specific type of task. Show them how it prevents unfair quantitative 
work assignments and leads to their securing the kind of work at 
which they are most successful. Show them that it leads to ideal work- 
ing conditions by proving the costliness of poor light, heat or venti- 
lation, poorly designed working areas, dangerous or poorly maintained 
tools and equipment. Illustrate the advantage in purchasing power 
achieved by low-cost production, and prove that this does not mean 
low wages. Show how lowered production costs mean greater volume 
that in turn results in more jobs, not less jobs. Show what techno- 
logical improvements have added to both the volume of employment 
and improved standards of living. 

For example, in 1870 we had a population of 38.5 millions, ot 
which 32.4 per cent were gainfully employed. By 1900 the population 
had increased to 76 millions with 38.3 per cent gainfully employed. In 
1930, with a population of 122.7 millions, we had 39.8 per cent gain- 
fully employed in spite of the depression. In specific cases the accom- 
plishment is still more impressive. In 1900 about one million persons 
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received employment directly and indirectly from the horse and car- 
riage method of transportation. In 1937 the automobile industry made 
jobs for over six million persons. Some fifteen major industries which 
have come into existence since 1870 gave direct employment to over 
1.5 million persons by 1937. The tremendous improvement in our 
standard of living is indicated by the fact that from 1869 to 1929 
manufacturing production increased 1745 per cent while the popula- 
tion increased only 220 per cent. 


NO COMFORT IN STATISTICS 


The next part of your task is to consider employees as individuals. 
If Joe gets $3.00 more per week and Jim gets fired, you can philoso- 
phize until you are blue in the face, and as far as your employees 
are concerned you haven't said a thing. Maybe some new industry 
will come along and hire Jim, but you can’t prove it, and to his 
fellow-workers Jim is a human being, not a problem in economics. He 
has a wife and three children who are going to be first scared, then 
hungry—and then bitter. He personifies every one of his fellow-workers, 
and they wonder who will be next. You can’t generalize about a thing 
like that, telling them it is better for a thousand men to have good 
jobs than for competition to close up a plant employing 1200—and 
then pay the stockholders an extra dividend. 


Industry must do this job itself or it will be done at twice the cost 
by government. Perhaps these people are just another vital statistic 
to government, but they would rather be a well-fed statistic than an 
unsolved problem. Can you carry them along until normal labor 
turnover eases the burden? Can you help them find other desirable 
jobs, even if you have to help them for a while financially, during 
the transition period? Can you teach them a new trade in which 
they can find employment in your own or another plant? Do any of 
them qualify for pensions? Will a rotational layoff plan ease the bur- 
den all around? Perhaps none of these methods will fit your problem, 
but can you ever afford to stop trying to find one that will? 


You may not believe it, but a time-study man is not just another 
employee to the workers he studies. He is your personal representa- 
tive in their eyes; the personification of your policies. Be sure he 
understands those policies as well as his own work of which they are 
a part, and is equipped to interpret them to the employees with whom 
he comes in contact. Have him so conduct his activities that the em- 
ployees see in him a willing instrument through which they can help 
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themselves directly, and also as one through whose functions the enter- 
prise of which they are a part may grow and prosper. 


CONSIDER THE SUPERVISORS , 


Thus far we have considered only three human factors—the em- 
ployer, the employee, and the time-study man. There is one other, 
supervision, which can make or break the whole program. Supervisors 
usually are a hybrid group, speaking the language and understanding 
the mental processes of the rank and file from which they arose, but 
acting as the representatives of the employer only. Unless your super- 
vision is thoroughly sold on the program, its half-hearted support, or 
even unspoken disapproval, is quickly transmitted to the employees 
under its guidance. Supervisors should be the first to be instructed, 
and should take an active and voluntary part in the general installa- 
tion, if time-study benefits are expected to survive. Furthermore you 
must make it possible for them to explain this work in their own 
words, which will also be labor’s words. Otherwise you are asking 
them to paint a picture with unfamiliar implements, and sheer em- 
barrassment may deter them from freely displaying their handiwork. 
Being only human, they will forget it unless they use it, and will soon 
lapse into their old channels of thought and action. 


ADMIT MISTAKES 


There is one point often overlooked which can cause endless 
hidden trouble. Maybe you “would rather be right than be President,” 
but everyone is going to be wrong at one time or another no matter 
how carefully plans are laid. There seems to be a somewhat general 
impression among executives and supervisors that to admit an error 
is to admit to a degree of fallibility sufficient to undermine the confi- 
dence and respect of the employee. If you believe that, you are fooling 
no one but yourself. Your employees will gain respect for one who is 
smart enough to stop being wrong, and are more likely to admit and 
correct their own previously undetected errors if so doing is an ac- 
cepted virtue. The relationship of this policy to time-study is simple. 
Present methods are not perfect and never will be, but should con- 
tinuously improve with experience. The proper approach is to admit 
their imperfection in advance, at the same time stressing the fact that 
they are such a tremendous improvement over rule-of-thumb methods 
that it would be pointless to wait until perfection is available, perfec- 
tion being a purely relative quality anyway. Because faults are to be 








114 PERSONNEL 


found is no excuse for giving up altogether. Suppose automobiles 
had been discarded as impractical because tires blew out and radiators 
boiled over when the going was tough? What if radios did squeal 
and yowl every time you reached for the dials? 

Many will deny that these conditions exist or would ever be per- 
mitted to exist in their own organizations. This is, no doubt, quite 
true. However, if you look hard enough you are sure to find other 
things equally undesirable, and if you don’t believe it, try it. There is 
no intention of rendering a blanket indictment against all employers, 
workers, and time-study men, since an industrial empire such as we 
have in America could not have been built with everybody being 
wrong all the time. 

But as a sporting proposition, will you, sometime, time-study your- 
self, mentally of course, under exactly the conditions which exist in 
your plant, and see how you like it? 


THE USE OF PSYCHOLOGICAL TESTS 
IN SELECTION AND PROMOTION 


By EDWARD N. HAY 
Personnel Officer, The Pennsylvania Company 


The selection of employees with the aid of psychological tools is a fasci- 
nating field and one to which forward-looking organizations could profitably 
give attention. In this article Mr. Hay gives an exposition of the place of 
psychological tests in a sound selection program. In another paper which 
he is to present before the AMA Personnel Conference in Chicago on Feb- 
ruary 14th, he will discuss the requirements for inaugurating such a test 
program. 


— executive considers himself a good judge of men. Most of 

them become exceptionally skilful within the limits of effective- 
ness of so subjective a. process as judgment of other people. The 
average personnel man is probably a no better judge of people than 
the average executive even though his constant practice in sizing 
up people is an advantage. This advantage, however, is offset by the 
practice the executive gets in judging men right on the job, in action. 
Each one is handicapped, however, in that neither can more than 
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guess at what anyone is likely to do when placed in a new and un- 
familiar situation. 

Most industrial executives and personnel managers believe that 
the only satisfactory and practicable method of measuring promotional 
factors is by studying the individual on the job. In a recently pub- 
lished study,* the statement is made that “A few companies accept 
satisfactory performance in a lower job as sufficient indication of abil- 
ity to handle the next higher job.” Granted that this pragmatic test 
is a necessary part of selection for promotion, it is nevertheless insufh- 
cient. Many people have had the experience of selecting a man for 
higher responsibilities who proved unequal to the new task. The 
explanation frequently was that his abilities, while appropriate for 
the present job, were not the right ones for a different or higher job. 

A large industrial company transferred its factory manager to the 
post of sales manager, where the organization was desperately weak. 
This man had been an outstanding success in managing a large manu- 
facturing plant. He was conspicuous also for his personality and for 
his qualities as a leader of men. It was felt that he was more than 
equal to the requirements of the job as sales manager. The switch 
scemed a “natural.” 

The first year’s work met all expectations, but shortly the strain 
began to tell and in another year a “nervous breakdown” ensued, 
which is another phrase for frustration in the face of an insurmount- 
able task. After a rest this man returned to the position of factory 
manager, where he is again the outstanding man in the industry. 

This is an illustration of the difficulty of predicting the proba- 
bility of success in a new situation. Another common mistake in 
selecting men for promotion is in judging an individual’s future 
capacity entirely by his past accomplishments in jobs of less responsi- 
bility. 


IMPORTANCE OF SELECTION 


There is surprisingly little general recognition of the inescapable 
fact that most promotions were determined when the individual was 
employed as a beginner, years before. The outstanding characteristic 
of most top executives in every line of activity is the long tenure of 
service. This is a natural condition and is entirely just. Only with 
time does the individual prove his fitness and gain the complete con- 
fidence of his associates and his directors. This confidence is necessary 


**“Company Plans for Employee Promotion,” by Miss Helen Baker, of the In- 
dustrial Relations Section, Princeton University. 
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in the selection of executives at all levels, the more so at higher levels. 

It is not equally clear that the man who stays in one place the 
longest is necessarily the best man. Johnson O’Connor, in his studies 
of Stevens Institute undergraduates and graduates, has demonstrated 
the tendency of the ablest men to become restless and to move about 
in their early years from job to job. Often they do not settle down 
until too late to make the most of their abilities. As a result of these 
studies Stevens Institute, under the wise direction of President Davis, 
is endeavoring to identify the students of highest ability and to en- 
courage them to become conscious of their superior abilities in order 
to use them fully and to encourage them to the exertion of effort 
proportionate to their high capacities, thus contributing to greater 
success through job stability. 

If it is true that the selection and encouragement of the youngest 
group predetermines to a large extent the quality of future executives, 
then clearly it is the job of management to make sure that men of 
high capacity are brought into the organization at early ages and are 
encouraged to develop to the utmost of their potentialities, realizing 
that such men, if properly handled, will prove their superiority in 
the long run. 

Most organizations nowadays realize the necessity for promoting 
from within the organization, not only as a means of maintaining 
morale but because the probability of a successful result is increased 
by promoting men whose work is well known. Under this policy it is 
usually impossible to promote a man not already on the payroll. Con- 
sequently if we are to have men of the highest skill and competence to 
promote, we must hire beginners with those characteristics. In other 
words, if we are going to promote good men we must have them 
already on the payroll. Thus the selection process, especially at the 
lowest levels, becomes a paramount consideration. 


TRAINING SECONDARY TO SELECTION 


It is obvious that the most important factor for success in any 
promotion plan is the selection of the right individual. Subsequent 
training is necessarily important too but is certainly secondary to the 
selection of the proper person. 

The Princeton study deals with a number of important factors 
bearing on the development of sound promotion plans. It is my pur- 
pose to extend that discussion to a consideration of other factors, in 
particular those resulting from the application of psychological 
methods. 
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It is possible to measure or to estimate systematically most of the 
essential requirements for employment and promotion, such as age, 
health, social development, education, interests and previous perform- 
ance. Three things only are not readily estimated and indeed are not 
generally recognized as vital elements for success. These are: general 
mental ability, special physical and mental aptitudes, and tempera- 
ment. 


The importance of these factors is illustrated by the answer given 
by Guy W. Wadsworth, Personnel Director of the Southern California 
Gas Company, when he was asked what his company was doing in 
the way of training its supervisors in the problems of supervision, as 
distinct from technical and other management aspects of their work. 
His reply was, “Nothing.” ‘This was astonishing coming from a man 
whom many consider among the ablest and most successful all-around 
personnel executives. In answer to further queries he explained that 
this was partly because he was obliged to give all of his attention at 
the moment to more pressing personnel problems. However, he ex- 
pressed a conviction that the problem of supervisory training was less 
important than having the right supervisor. In answer to further ques- 
tions, he defined the right supervisor as “a man of the highest intelli- 
gence and one of normal temperament.” He explained these two re- 
quirements in more detail in technical language, quoting intelligence 
and temperament test scores to illustrate his meaning. 

Industrial management makes use of science in every angle of the 
business with the single exception of the human factor, which is the 
most important of all. When I came to a personnel job after an 
engineering education and 22 years of engineering and industrial ex- 
perience, I was not satisfied with the personnel methods for the analysis 
of the human individual which I found in general use. It seemed to 
me that there must be a science which could be applied to the selec- 
tion of men. After some consideration it became apparent that psy- 
chology and psychiatry were scientific tools which should prove of 
value in this analysis. After a period of over-enthusiasm during 
which these scientific methods seemed to offer a complete answer to 
all the questions about human abilities, I finally arrived at my 
present conviction—that they are merely scientific tools which, when 
properly used, can be of some service in reaching the final judgment. 

It is impossible to form a judgment of something which cannot 
be apprehended. ‘Thus human qualities are difficult to appraise. Who 
could tell whether a man was a good golf player unless he had seen 
him play, and even then, who could tell how good a golf player he 
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might become if given the opportunity for daily practice for a period 
of several months? Not even psychological tests can perform as diff- 
cult a feat as this, but oftentimes they permit of the measurement of 
qualities, aptitudes, abilities—call them what you will—which cannot 
otherwise be evaluated. And any method of measurement has the ad- 
vantage over a judgment in that it is objective and not subjective. 
The real problem is as to the degree to which reliance can be placed 
on the measurements and as to the relationship of the qualities meas- 
ured to the ones which we are seeking. 


SUIT PERSONS TO JOBS 


It is not the purpose of tests to distinguish Uic good applicant 
from the bad but to select persons with the qualities suited to a given 
situation. In the measurement of intelligence, for example, we do not 
always want a high intelligence. Many jobs require low intelligence. 
The function of the intelligence test is to measure that quality which 
we call intelligence with as much accuracy as possible and to deter- 
mine for each job about how much of that quality is required. 

In this sense tests perform the necessary function of rendering 
our judgment objective. The level of intelligence may be of no im- 
portance in a given job, but if it is and if we know about what that 
level should be, we shall have a better chance of finding out whether 
a given individual has that proper level of intelligence if we test him 
than if we guess at it, or “estimate’’ it. 

One of the difficulties encountered in “sizing up people” is the 
necessity of subordinating or eliminating our own prejudices and limi- 
tations. The yardstick with which we measure other people is con- 
structed out of our own experience, abilities and limitations. This no 
doubt explains why we do not all agree in our judgments of other 
people. Often enough our prejudices are such that we don’t want to 
reach the same conclusion that someone else has reached. 


SOME ILLUSTRATIONS 


To the extent then that psychological tests can measure human 
qualities, their use gives us an advantage not available if we endeavor 
to estimate these qualities by pure judgment. Perhaps a few simple 


illustrations will make somewhat clearer the place which psychological 
tests may have when rightly used. 

Robert Thompson was employed as an office boy at the age of 
eighteen. He was quiet and studious and gave careful attention to 
his job. However, he was shy and did not have a particularly attractive 
personality, and, therefore, did not stand out as some of the other 
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boys did. His tests showed that his intelligence was in the upper 
3 per cent of all of the company employees and in general excelled 
the test performance of practically all the younger men. Promotions 
were slow at the time Thompson joined the organization and he re- 
mained nearly two years in the uniform of a messenger. Finally he 
was promoted to be an assistant in the stock room, where he was lost 
sight of for another year. During this time he was pursuing studies 
along somewhat special lines with the idea of qualifying for one of 
the more technical departments of the company. On a number of 
occasions the personnel officer recommended the boy to this technical 
department but over a period of nearly a year these recommendations 
were rejected on the ground that he was too young and inexperienced. 
The position for which he had been suggested was one heretofore 
filled by men at least five years older and with college training, whereas 
Thompson was only a high school graduate. The personnel officer’s 
confidence in him was based partly on his test scores, partly on his 
interests as shown by his outside studies, and partly on the energy 
and close attention which he gave to his work. Finally a position 
became vacant in this department which could not easily be filled 
and reluctantly Thompson was accepted on a trial basis. Today he 
is leading the department in output and quality of performance in 
a most difficult task. This was possible because, according to the per- 
sonnel officer’s analysis, the essential requirement of the job was high 
mental ability and interest in that job rather than long experience. 

Tom Peterson’s situation was different. Peterson was an install- 
ment collector with the longest service record of any of those engaged 
in this work. He had also done an outstanding job in the field. These 
two circumstances combined to win him the appointment to a higher 
position in the main office. However, over a period of six months his 
performance was unsatisfactory and every effort to help him improve 
failed. The reports sent to the personnel office contained such phrases 
as “Does not learn,” “Asks same questions time after time,” “Unable 
to think fast,” and others of the same sort. When these came to the 
attention of the personnel director, he talked with the supervisor and 
consulted the previous record and test scores of Peterson. The clue to 
the difficulty was immediately apparent in the agreement between 
reports of Peterson’s work and his lows intelligence test score, which 
was much below that ordinarily required for a position of such respon- 
sibility. Peterson simply did not have the brains necessary to solve 
the more difficult problems that faced him in his new position. As a 
result of this disclosure the supervisor himself suggested that Peterson 








120 PERSONNEL 


be transferred back to his street job where he had been so successful. 
With tactful handling by the supervisor this was accomplished, and 
Peterson is still doing excellent service on the outside. 


INTELLIGENCE TEST GIVES CLUE 


One of the most promising and successful of the younger men in 
a certain company had been dropped from college during his second 
year because of constant failure and low marks in all studies. He was 
employed by the company for a routine position. After three years, 
during which time he became engaged to be married, he had steadied 
down to a point where his work was regarded by his superiors as 
outstanding. Test scores showed this boy to be one of exceptionally 
high intelligence but of somewhat unstable temperament. Careful 
handling, including throwing upon him responsibilities of a high de- 
gree, have advanced this young man in responsibility and salary to a 
point equaled by scarcely anyone else in the organization of the same 
age. It was the intelligence test score which gave the clue to the boy’s 
potentiality. After that it became a matter of proper handling. 


Dick Craven had been one of the most alert and ambitious of 
the youngsters around the plant and his fine qualities and his intense 
ambition had won him a position requiring considerable quickness 
with hands and fingers. In spite of every effort he proved a miserable 
failure and nearly a year of untiring effort by Dick and the foreman 
only served to establish more fully the fact that he was not cut out 
for this kind of work. In this case the foreman had gone against the 
advice of the personnel director, who, on tests of hand and finger 
dexterity, had discovered that Dick was exceptionally low in these 
aptitudes. The young fellow was slated for dismissal, but the personnel 
director was confident that the good qualities this boy possessed could 
be used to advantage somewhere else. A place was finally found for 
him in the accounting department that seemed suited to his abilities 
and aptitudes. He has since proved an outstanding success, earning 
one promotion after another. 


A candidate for a position in which a great deal of money was 
handled had been highly recommended to the president of the com- 
pany by an influential customer. For this reason it was necessary 
that this applicant be given very careful consideration, but the tem- 
perament analysis suggested that he was a man who could not be 
trusted to handle money. After a very careful check it was learned 
that this man had been discharged for theft about two years before. 
This case is only one of many identical ones. 
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Countless illustrations could be given along these lines. It is suffi- 
cient to say that if a worker is required who will be content to work 
alone, this trait of “introversion” can be identified by test. If on the 
other hand the degree of sociability required for public contact ts 
wanted, this too can be located with the help of the right test. When 
a job is to be filled which is highly monotonous and repetitive in 
character, clearly too much intelligence is objectionable. Here again 
the test plays a part which educational standards cannot do as well. 


These examples illustrate how tests help in solving problems of 
fitting the right man to the job and of adjusting misfits. Having the 
right man in each job is certainly the most important single factor 
in any organization. With very few exceptions, however, personnel 
men have brought no more to this problem of selecting the right man 
than simple judgment. And it must be admitted that personnel men 
as a class do not possess any more of the quality of judging other 
people than does any other class and certainly not more than execu- 
tives as a group whose work requires them constantly to sit in judg- 
ment on their subordinates and who therefore have as much or nearly 
as much exercise in judging other people as do personnel men. It may 
be that this is the reason why most personnel men have given more 
attention to problems of collective bargaining, employee relations, pen- 
sion systems, and other matters than they have to the paramount one 
of selection. And unless a personnel man learns how to use the tools 
which the science of psychology offers him, he cannot expect to be 
given credit for doing any more than any other man with common 
sense can do. It is just possible that personnel men as a group have 
not paid much attention to psychology because of the difficulty of 
acquiring enough skill in its use. It is a question whether the unsuc- 
cessful experience that many companies have had with tests proves 
so much that tests are “no good” as that the skill of those who tried to 
use them was deficient. 


FEAR OF TESTS GROUNDLESS 


In many cases top management as well as the personnel man dis- 
trusts tests. Often this seems to come from someone’s fear that he 
would not himself make a good showing if tested. Of course such fear 
is groundless since any successful executive may be justly unconcerned 
with what his test scores may be. Indeed, if the tests are to be of 
value, then the test scores of the most successful executives must nec- 
essarily be typical of the kind of scores that should be found in new 
employees. 
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Only two companies to my knowledge, both in the list given 
hereafter, have required all senior officials to be tested. In both of 
these companies the president and other high officials insist on being 
tested themselves and having other senior officers do likewise. The 
result is a respect for tests and an understanding of them which con- 
tributes greatly to their effective use. 

There are at least eight companies in this country which have 
made successful use of psychological tests for a reasonably long period 
of time; where the program has been in the hands of technically quali- 
fied persons; where successful and satisfactory results over a broad 
area have been achieved with the help of such tests; and where the 
program has the confidence and backing of top management. These 
are: Proctor & Gamble Company, Philadelphia Electric Company, 
Scovill Manufacturing Company, Southern California Gas Company, 
Aetna Life Insurance Company, Household Finance Corporation, 
Atlantic Refining Company, The Pennsylvania Company. 

Many more companies have partial programs or are in process of 
developing a program, and it is probable that more serious attention 
is being given to psychological tests at the present time than ever 
before. Nevertheless it is remarkable, considering the success achieved 
by these companies, that every company in the country does not use 
psychological tests as a matter of course. 

The problem of human appraisal is not solely a psychological 
one any more than it is merely one of natural judgment. Elsewhere | 
have considered the five fundamental groups of factors into which the 
analysis of human beings can be divided.* ‘These are: social devel- 
opment; education; work experience; abilities, mental and_ physical; 
interests. 

Psychological methods are largely used in the fourth of this list 
and to some extent in the fifth and first. 

A mere reading of this list of five groups of factors is enough to 
make it unnecessary to explain that no one with experience in the 
problem supposes that psychological tests alone will solve the problem 
of selection and promotion. It is equaily clear, however, that a well- 
rounded solution cannot be achieved without the application of some 
scientific method of evaluating human qualities—in other words, 
without applied psychology. 

In the solution of problems of the human factor, therefore, it is 
necessary to blend the skill and knowledge derived from experience in 
dealing directly with people on the job with a considerable knowledge 


**The Principles of Organization,’ by Mooney & Reiley, 1939. 
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of psychological theory and practical application of such theory. 
This intimate compound of practical job experience and psychological 
theory and practice is essential if the personnel man is to make any 
contribution to better selection beyond what could be offered by any- 
one else. 


CONSTANT EDUCATION 


Another factor which must be considered is the necessity of con- 
stant indoctrination.* Some personnel men call it “selling” but the 
phrase indoctrination implies more than merely carrying conviction. 
It means educating the organization to an appreciation and to an 
understanding of the purpose and the limitations of psychological 
methods. Without turning everyone into a psychologist, this of course 
can only be done in general terms, but the problem of indoctrination 
remains one of the chief ones confronting every personnel man. He 
must weave himself and his techniques into the very fabric of the 
entire organization, particularly the executive and supervisory staffs. 
Usually this cannot be done with entire success unless the management 
at the very top is in thorough sympathy with the program and enough 
so to take the time to understand the general principles involved. In 
my experience nothing arouses so much emotional antagonism as 
psychological tests. The very word itself is a battle-cry, and many 
leading executives never overcome their distrust, but only go along 
because other executives as good or better than they have become 
enthusiastic supporters. The successful accomplishment of a program 
for employing psychological methods requires a personnel man of 
maturity, wide experience, and of considerable ability. It is also essen- 
tial that he be equipped with rank and authority of a high order. 
Indeed, in those organizations in which the personnel function has 
been developed most highly, it is customary that the personnel man be 
regarded in every sense of the word as a senior executive, responsible 
only to the top executive. 


*The Principles of Organization,” by Mooney & Reiley, 1939. 








THE DEVELOPMENT OF A SELECTION SYSTEM 
FOR SALESMEN 


By DR. VERNE STEWARD 
Consultant in the Selection of Sales Personnel 


One of the most fertile fields for the application of industrial psychology lies 
in the selection of salesmen. It is well known that one of the chief causes 
of high sales administration cost can be abnormal turnover of sales per- 
sonnel; not only does training expense go for naught but there are indirect 
losses in customer good will and staff morale. Dr. Steward, who has done 
extensive work in this field, and who is a publisher of selection materials, 
in this article describes the development of the “composite inventory” and 
other fundamentals of selection. 


OODS, services and ideas must be “‘sold.” It is a mistake to believe 
that any product or service, however excellent, will be accepted 
on its merits when presented. All people have well-established spend- 
ing habits. The salesman frequently finds it necessary to readjust 
the prospective buyer’s budget in order to secure his business. In 
many instances, the proposals for purchases under consideration will 
come into conflict with the desire to purchase other goods or services. 
It is, therefore, the function of salesmanship to see that the goods or 
services are adequately presented. Very often, the only essential dif- 
ference between the sales suggestions which are accepted and those 
which are rejected is that the first have salesmen who advocate them 
capably. 


THE ECONOMIC FUNCTIONS OF SALESMANSHIP 


THE FUNCTION OF “EDUCATION.” The first function of 
salesmanship lies in the education of prospective buyers. This refers, 
of course, to the giving of instruction concerning the product or 
service offered, its uses, and the relative advantage of its purchase 
in contrast with other purchases which may be made. The salesman 
is responsible for knowing his goods and their uses better than any 
but the most skilled buyers. 

THE FUNCTION OF “MOTIVATION TO BUY.” To con- 
vince the prospective buyer of the value of products or services is not 
enough. To build in him a faint desire to possess them does not 
complete the job. Actual purchase and use of the products or services 
is necessary before the selling process is completed. The motivation 
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of prospective buyers to complete the buying act must be accepted 
as an economic function of salesmanship along with the function 
of education. Business is more concerned about sales completed than 
sales initiated. 

THE FUNCTION OF “USER SERVICE.” In addition to the 
functions of education and motivation to buy as discussed above, 
there remains the important function of user service. ‘This refers, of 
course, to “reselling” the buyer-user, where necessary, and to the fur- 
nishing of such service as will make certain that the maximum bene- 
fits are received from purchases made. 

It becomes obvious, therefore, that good performance of each of 
the functions or tasks which make up a balanced job depends upon 
the presence of broad qualifications in each salesman. Some of these 
qualifications grow out of such basic factors as ability and aptitude. 
Others grow out of training and experience while on the job. Good 
selection alone will not build high-grade sales organizations. ‘Train- 

ing and supervision of the right sort must follow. 


STATEMENT OF BASIC PRINCIPLES 


There are a number of basic principles which underlie the 
Steward selection materials and procedure. These principles must 
be understood to assure the proper interpretation of the text which 
follows. 

1. It pays best to select carefully at the time of hiring. ‘Time and 
money should not be spent in the recruiting, training and supervision 
of salesmen who lack the qualifications essential for success. 

2. There is great need for the dissemination of sound informa- 
tion dealing with selection standards and methods. Few employers 
are sufficiently familiar with modern selection materials to be able to 
use such tools with efficiency. 

3. It is necessary to recognize the fact that prospective salesmen 
differ or vary in every ability, trait, aptitude, interest and personal 
history characteristic from the weakest at one end of the scale to the 
strongest at the opposite extreme. In most cases a careful examination 
of an individual will disclose both strong and weak points. But few 
will be uniformly strong in all important characteristics. 

4. A good selection system involves the use of many tools and 
techniques in order to appraise each of the many important factors 
or characteristics to best advantage. The function of a good selection 
system is to place before the manager maximum information on 
which to base final hiring decisions. 
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5. Ihe selection system should provide a series of hurdles— 
rather than a final rating based upon the total score of a point 
system. It is believed that a step-by-step rating procedure is neces- 
sary in order to force adequate attention to each important charac- 
teristic. The procedure must locate, so far as possible, any weak- 
nesses which may exist. In hiring practice, it will be found that 
many applicants are so weak in one or more important character- 
istics that rejection is necessary regardless of the total number of 
points which may be made on a point system. 

6. A good selection system permits setting minimum standards 
for many separate characteristics. The Steward materials and _pro- 
cedure provide six minimum standards for factors measured by tests 
and inventories, and in addition, definite standards for the appraisal 
of five personal history factors. 

7. There is no substitute for the individual manager's judg- 
ment. It must never be forgotten that, in addition to the factors 
which can be measured or appraised by the use of tests, inventories 
and rating charts, managerial judgment is needed for the appraisal 
of those factors which must be appraised in the personal interview 
and for the proper interpretation of test, inventory and_ personal 
history data. The Steward point of view is that tests, inventories and 
rating forms should be regarded as aids in the selection process. ° 

8. The procedure is based upon the principle that a decision 
to hire or to reject must be made for each individual applicant. The 
manager deals with each applicant separately, rather than with large 
numbers. He cannot hire many and depend upon “the law of aver- 
ages” for a few survivors, since this would (a) reek of exploitation, 
and (b) be expensive in terms of the number of successful, surviving 
salesmen for time and money expended. The manager must decide 
whether or not each applicant has “what it takes” to succeed in the 
business. 

g. It is necessary to take into consideration the individual’s 
“financial capacity to survive.” Under conditions where it is not 
possible or probable that salesmen will earn or be paid a sufficient 
current income during the early part of their apprenticeship period, 
careful investigation must be made as to whether they may receive 
(a) board, room rent, etc., gratis; (b) financial assistance from family 
or relatives; (c) income from investments; and/or (d) whether they 
have capital which may be used. Many who are well qualified in 
other respects are not financially able to survive a reasonable appren- 
ticeship period. 
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10. Good selection must be followed by adequate training and 
supervision. Even though the functions of recruiting, selection, train- 
ing and supervision may appear to be separate, they actually overlap. 
A successful sales organization can be built only when a proper bal- 
ance is maintained between the four functions. 

11. Good achievement is necessary if the salesmen hired are to 
be salvaged for permanent organization. It has been found from 
field research that, in most instances, current production and earn- 
ings must be sufficient to meet current budgetary requirements by the 
last half of the second year of employment. 

12. The number of salesmen employed must be limited by 
capacity to train and supervise. Where too many salesmen are hired, 
the number surviving for permanent personnel will be fewer, not 
greater. 

Selection of sales personnel as a problem is now seen in many of 
its ramifications. It is impossible to dissociate selection from other 
sales-management activities. The study of selection problems and 
the evaluation of selection tools and techniques must include the 
analysis of management factors which bear on the situation. Much 
of the published data and many conclusions from research are weak 
or worthless because of failure in this respect. 


THE SELECTION OF A CRITERION GROUP 


The Steward system for rating prospective salesmen is that of 
determining the degree to which the applicant possesses the charac- 
teristics of. persons who, at the same age, became successful, surviving 
sales representatives in the field of work under consideration. ‘The 
task, therefore, becomes one of determining suitable criteria for 
success and of selecting a criterion group, each person of which is 
known to possess the (1) physical equipment, (2) mental equipment, 
(3) personality traits, (4) vocational interests, (5) experience back- 
ground, (6) group activities and contacts, (7) financial status, (8) 
marital and family status, etc., essential to success. 

The best way to illustrate this approach to the problem appears 
to be that of presenting the criterion group developed for one impor- 
tant field of selling, that of life insurance. To secure the data, the 
writer went from city to city, agency to agency, in May and June of 
1938, to test and interview the survivors of some 1,500 agents hired 
during the two-year period from May, 1934, to May, 1936.* To fur- 
ther insure that the agents included in the study possessed the quali- 


* This refers to 1988 field research, published in part in “The Problem of 
Appraising Prospective Life Insurance Agents.” 
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fications desired in new agents, a minimum achievement standard 
was set so that no person was included unless his first-year commis- 
sions, including deferred semi-annuals and quarterlies, amounted to 
Sgoo or more during the first 12 months; and unless his first-year 
commissions, including deferreds, amounted to $1,200 or more during 
his second 12 months of employment. 

These successful, surviving agents were divided into two groups 
of different levels of achievement as follows: 

GROUP II. Those who earned more than the minima men- 
tioned above but less than $1,500, including deferreds, during their 
first 12 months; and less than $2,100, including deferreds, during 
their second 12 months of employment. 

GROUP III. Those who earned more than $1,500, including 
deferreds, during their first 12 months; and more than $2,100, in- 
cluding deferreds, during their second 12 months of employment. 

Data obtained in this way for any given field of selling make it 
possible to determine the degree to which the tests, inventories and 
personal history items used in the research discriminate between 
groups of different levels of achievement. Such data also provide for 
the establishment of definite employment standards. 

When this approach is used, the question before the sales or em- 
ployment manager is always one of determining the degree to which 
the applicant possesses the characteristics of salesmen who, at the 
same age, entered and achieved marked success in the business. 

When this approach is used, it does not matter much what factor 
or group of factors considered in the procedure is the most impor- 
tant. A serious weakness in a single characteristic may be sufficient 
to disqualify. 


APPLYING THE PRINCIPLES IN DEVELOPING 
A SELECTION SYSTEM FOR A GIVEN FIELD 


From the material which has been presented, it will be seen that 
a good selection system includes tools and techniques for the appraisal 
of many important factors. The application of these principles in 
the development of a selection system for any given field of selling 
means (a) selecting the tools and techniques needed for the job in 
question, and (b) determining the proper employment standards 
to be maintained in selection procedure. 


These principles are illustrated in the Steward Composite Inven- 
tory and Examination (as developed for use in life insurance and 
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other fields of similar requirements) which contains twelve 81x11 
inch pages, and includes the following: 

1. A short form of the Otis Mental Ability ‘Vest. 

2. A modified form of the Bernreuter Personality Inventory to 
measure (a) dominance, aggressiveness, initiative, and (b) stability. 

3. A General Knowledge Examination consisting of 32 items in 
the following fields: (a) economics and finance, (b) business arith- 
metic, (c) business law, and (d) home and social problems. 

4. A Vocational Interest in Selling Inventory. 

5. A new Personality Trait Illustrations Inventory. 

6. A personal history section with space to record the following: 
(a) education background, (b) experience background, (c) special 
activities and contacts, (d) marital or family status, (e) financial 
status, (f) physical condition, (g) references. 

7. A Rating Form which consists of ten sections with three 
items in each. The rating procedure, therefore, includes (a) the pre- 
liminary rating of thirty individual items, (b) the determination of 
ten division ratings, and lastly (c) the final rating. 

The items making up the special forms of the Otis and Bern- 
reuter sections of the Composite Inventory and Examination cannot, 
for obvious reasons, be reproduced. Furthermore, it does not appear 
feasible or necessary to reproduce items of the General Knowledge 
Examination and the Vocational Interest in Selling Inventory. How- 
ever, facsimiles of the Personality Trait Illustrations Inventory and 
the Rating Form are presented in order to make their values and 
uses clear. 


PERSONALITY TRAIT ILLUSTRATIONS INVENTORY 


The Personality Trait Illustrations Inventory (Exhibit 1) repre- 
sents a new approach to appraising the personality traits which make 
for aptitude in selling. 

Users of the Steward selection materials have been cautioned 
for the past three years to keep in mind that inventories measuring 
dominance, aggressiveness and initiative do not measure the level of 
leadership of which the individual is capable; or the level of clientele 
which he can build and serve. Social dominance or leadership 
grows out of many factors in addition to aggressiveness. Mental 
equipment determines to an important degree the level of leadership. 
Such factors as age, experience, physical equipment, prestige, financial 
status and family may also contribute to leadership achievement. 

It is important, also, to emphasize that responses made to items 











EXHIBIT 1: Personality Trait Illustrations* 


The questions on this blank are provided to give you an opportunity to record experiences and incidents which will 
reveal the degree to which you possess the personality traits of aggressiveness, initiative, and leadership. Pleas: 
read each question carefully and answer “yes” or “no” in the parentheses at the extreme right. If your answer is 
yes, give a suitable example from your own experience. The examples will be appraised first, in terms of their 
recency and second, in terms of their exce/lence. Answer all items. 

1. Have you 
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* Copyright, 1939, by Verne Steward. All rights reserved. 
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of all personality inventories should be checked for truthfulness and 
the degree to which they are otherwise correct for the individual. 
During the past two years the writer has personally interviewed sev- 
eral hundred applicants for sales work, or persons already engaged 
in such employment, and has found that (a) applicants frequently 
give “yes” responses to questions, but are unable to give acceptable 
illustrations out of their own experience; (b) the examples given will 
vary from experiences of many years past to those of recent months; 
and (c) the examples will vary from those of low level to those 
indicating a capacity for leadership of high order. 

Times and conditions are changing. In recent years an increased 
number of persons have become familiar with tests and inventories 
while attending college. Then too, radio programs and a number 
of popular books, periodicals and newspapers have featured various 
types of “quizzes.” Each year the prospective salesmen to be ap- 
praised will be more and more familiar with the content and pur- 
poses of such materials. In the case of mental ability and information 
tests, the individual either knows or does not know the answers. In 
the case of personality inventories, however, those who are familiar 
with the qualifications desired and the purposes behind such inven- 
tories can appreciably alter their scores if they try to do so. 

It is believed that this new form of personality inventory will 
prove to be an important contribution in the development of selec- 
tion techniques. Tentative standards are furnished for Inventory 
Ratings of “‘superior,” “acceptable,” “borderline” or “unfit,” based 
upon research completed to date. 


APPRAISING PERSONAL HISTORY FACTORS 


The new Steward method of appraising personal history factors 
is the first, so far as we know, to provide employment standards for 
each of a number of personal history factors. It is also the first, so 
far as we know, to provide such standards in terms of age so that the 
background or record of an applicant may be compared with that of 
salesmen, who, at the same age, became successful in the field of work 
under consideration. The table, “Personal History Medians—A 
Guide for Appraising Prospective Agents” (Exhibit 2), gives me- 
dians for successful, surviving life insurance agents for a number of 
important personal history factors for the ages ranging from 23 to 45, 
inclusive. Similar tables may be prepared for fields of selling with 
different requirements. 

METHOD OF RATING. Where the background or record of 
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EXHIBIT 2: Personal History Medians—A Guide for 
Appraising Prospective Agents* 
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a prospective salesman for a given characteristic is better than that 
of the average given for his age, he should be rated “superior.” If 
the background or record of the prospective salesman is equal to that 
of the average given, or slightly below it, he may be rated ‘‘accept- 
able.” If, on the other hand, the applicant’s background or record is 
substantially below the average given, he should (unless there are 
mitigating circumstances or offsetting factors) be rated “unfit.” 


RATING PROCEDURE 


The Steward Rating Form, shown in Exhibit 3, has been com- 
pleted to point out a common weakness of applicants for sales posi- 
tions. It will be noted that a final rating of “unfit” is given, and that 
this rating is based primarily upon the findings from the Personality 
(aggressiveness, initiative, leadership) Inventory. The applicant in 
question possesses excellent qualifications for certain other fields of 
work, but lacks aptitude for selling. 
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EXHIBIT 3: Rating Form (To Be Completed by the Employer)* 





Division and Item 












































Item rating—encircle one | Rating for division 
PHYSICAL EQUIPMENT Unfit. ....... oO 
IRE o-5 ain ss: sevinse'eie.s eis jaiereiciaie 20's greathandicap marginal an advantage Best for succes Borderline... .1] 
General appearance, voice, etc... objectionable marginal pleasing Attractive ) Acceptable... 
Health, vitality ah wai chiar Sip ecg defective marginal fair Kceller Superior Ewen wR 
MENTAL EQUIPMENT SS oO 
MeBEAL BDIICY 650.6 osscecccv sees unfit borderline acceptable Guperio? Borderline... . 
Education level and type**..... limited fair good cSuperiorm> | Acceptable...) 
General knowledge*............ uninformed borderline _ fair knowledge well informed Superior...... aX 
> PERSONALITY TRAITS aaa p24 
Aggressiveness, initiative*...... marginal aggressive very aggressive Borderline... . [7] 
Stability, constancy of purpose*. unstable marginal stable Acceptable. ..[] 
Trait illustrations*............ unfit rderline acceptable superior Superior...... a 
VOCATIONAL INTERESTS cS ee O 
Vocational interest in selling*... antagonistic interested enthusiastic Borderline... . 
Voc. interest in product sold... . antagonistic neutral interested Acceptable. . . 
Possible future earnings........ insufficient marginal Gatistactor> attractive Superior...... O 
EXPERIENCE BACKGROUND — FOR AGE 25 AND UNDER ae oO 
?Occu ational experience........ none marginal good for age superior for age Borderline... .( 
P ' . 
Maturity of outlook........... immature marginal mature forage superior for age Acceptable. Py 
Occupational level of parents... low borderline medium high Superior...... oO 
EXPERIENCE — FOR ALL AGES ee oO 
Type of past work............. handicap CGharginaD helpful helpful Borderline... .[] 
Tenure in work for age** . brief borderline average Acceptable. . .D 
Achievement trend............ on down grade marginal (6n up grade a rapidly Superior...... O 
FINANCIAL ACHIEVEMENT a oO 
Prior earnings for age** Dhara gbete low borderline high Borderline. ...( 
Pet WOreh 1OF GBS «iscsi eee none but little aboye ayerage Acceptable. . .4] 
Life insurance owned for age**.. none but little average Cabove — Superior Raauaes CO 
FINANCIAL NEEDS #200 SEs novos O 
Estimated earnings............ first ye tapes _ second yea Borderline. ...( 
MINANCIAL MOCKS. «.¢-</0.0:0006 3 sas first year_ a, yea Acceptable. . . J 
Ability to finance ee under 6 a 6-11 mos. (12-23 mosp mo ny eee years or more Superior...... Oj 
GROUP_ACTIVITIES — CONTACTS ., oO 
Level of activities and contacts... low borderline medium Cig) Borderline. ...( 
Extent of activities and contacts. none few <a substantial numbep> many Acceptable. . . Xi) 
Prestige among associates...... no prestige marginal good standing a leader Superior...... O 
MARITAL AND FAMILY STATUS BNE Sores soos [] 
Marital status................ single widowed separated divorced Borderline... .{. | 
Attitude of family toward work. antagonistic neutral enthusiastic Acceptabe . . XK 
Probable help from family...... a handicap no assistance ome much help Superior...... [| 
*Standards determined by test and inventory data. (See Manual of Instructions) 
**Standards determined by personal history data. (See Manual of Instructions) 
INSTRUCTIONS FOR COMPLETION 
» 1. Assemble all information: (a) the completed “Com- 
posite Inventory and Examination”; and (b) the inspection ; So 
report, application for bond, replies from references, notes Final Borderline____[1 
from personal interviews and inv estigations, etc. rating Acceptable oO 
Re Rate all items separately by encircling the “best fit” Superior. Oo 
p — 


. Determine the composite rating for each of the 10 major 
a isions. 

Determine the final rating after reviewing the 10 division 
soe, Be sure to keep in mind, however, that unfitness i in 
any important characteristic justifies a final rating of “unfit” 
even though the average for all divisions may be higher. 

5. File all materials for future reference. 


* Copyright, 1940, by Verne Steward. All rights reserved. 





Signature of Rater 




















Point system 


RELATION OF STEWARD RATINGS TO SUCCESS 


(The data are for full-time agents in ten agencies with one 
or more years of experience prior to 1934, the year of record.) 








Earnings classification 

















scores and . Average Approximate 
ratings under Less $1,200 $2,400 $6,000 earnings for equivalents 
the 1935 system than to to and the group 1936-40 systems 
$1,200 $2,399 $5,999 up 
81-100 
Very superior 2 j 6 6,176 : 

y Sul t $6.17 Superior 
71-80_ $4,982 
Superior 2 3 21 7 $4,548 
61-70 

5 6 F ‘ F 
Good j 10 15 1 $2,685, Acceptable 
51-60 $2,544 
Fair 4 8 3 2 $2,278 
41-50 Borderline 
Borderline 8 8 2 $1,308 $1,308 
31-40 

» - ~ Q¢ 
Poot 5 $ 733 Unfit 
go and under $ 589 
Very poor 2 $ 299 





Totals 27 31 45 16 








NOTES. The range of earnings for each “rating” group is explained in large part by: 


u 
=: 


t —& O° 


5 


Differences in working environment. 

Differences in the knowledge and skills. 

Differences in the effort and enthusiasm put into the work. 

Differences in the degree to which the underwriter has built a clientele. 
Chance factors which are impossible of measurement or control. 


The reason for the few salesmen in the lower “rating” groups is that persons 


of low earnings tend to drop out of the business. 








EXHIBIT 4 
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The reader should examine the Rating Form carefully, including 
the Instructions for Completion given at the foot of the page. 


THE VALIDATION OF THE COMPOSITE INVENTORY AND EXAMINATION 


The writer published his first “Composite Inventory and Exami- 
nation” for life underwriters in 1934. In the late winter and spring 
of 1935 the writer (desiring to further improve his selection mate- 
rials and to validate them in a new group of agencies) visited ten 
agencies of one excellent company for the securing of personal history 
data and the testing of each available man. From the data obtained, 
cach agent was rated. Later, the earnings of the individual agents 
(including discounted value of renewals) were secured. This made it 
possible to determine the degree of relationship between the ratings 
under the system and current earnings in the field. The table, 
“Relation of Steward Ratings to Success’ (Exhibit 4), presents the 
data obtained, and in addition, approximate equivalent ratings and 
earnings under the 1936-40 selection systems. It will be seen from the 
data presented in the last column of the table that the average earn- 
ings of those rated “superior” under the 1936-40 systems are approxt- 
mately twice the earnings of those rated “acceptable,” four times the 
carnings of those rated “borderline,” and eight times the carnings of 
those rated “unfit.” 

In closing, it should be emphasized that such a close relationship 
between ratings and earnings will not be found in fields of selling 
where the range of earnings is substantially less than that given. 


SUMMARY AND CONCLUSIONS 


The development of a Composite Inventory and Examination 
for use in life insurance has been presented. Its value as an aid to 
better selection has been confirmed by hundreds of users in this and 
other fields of selling with similar requirements over a period of 
years. 

A good selection system in any field of selling will help to answer 
the following questions at the time of hiring: 

1. Will the prospective salesman build good-will for the com- 
pany and the business as a whole? 

2. Has he entree to good prospects, people with good buying 
power? 

3. Will his business be profitable from the standpoint of quan- 
tity and quality? 

{. Can he build a desirable clientele? 
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5. Will his appointment increase the average earnings per sales- 
man? . 


6. Will his appointment reduce turnover? 
7. Will his appointment increase the efficiency of the sales organi- 
zation as a whole? 

8. Will his appointment make it easier to get the kind of sales 
representatives the business wants and deserves? 

g. Will his appointment help to secure the cooperation of 
schools, colleges and other molders of public opinion? 

10. Will his presence in the organization result in personal satis- 
faction to you? 

These questions must be answered, and definitely answered, in 
the affirmative, if a tremendous waste is to be avoided. When these 
questions are so answered, selling will become what it should be, 
a career occupation for qualified men. 















